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Some Structural Aspects 
of the Southern Problem: The Complementarity 
of “Emigration” and Industrialization 


1. Introduction 


In an article published last year in “Lloyds Bank Review”, 
I argued that a quick solution to Italy’s Southern problem would 
require that, for a certain period, the movement of Southern labour 
into Northern industry should assume proportions much larger 
than those which had prevailed during the 1950’s. During the past 
three years (1959-61) such a movement has in fact been occurring 
at a greatly accelerated pace. 

In the present article I shall return to a point which in the 
previous one I was obliged, given the limited space, to take more 
or less for granted. It concerns the positive role which, in certain 
circumstances (which I judge to be those of the Mezzogiorno), the 
relief of population pressure on an area can have in facilitating that 
area’s economic development. In the otherwise ample debate which 
recently took place in Italy on her Southern policy, this point did 
not receive the attention it deserves. The view taken by most 
“ Southernists ” was that “emigration” to the North is merely a 
substitute for industrial development in the South itself, and not 
a factor helping to promote such development. 

My main purpose here will be to set out in rough quantitative 
terms the aspects of the Southern problem which make it appear 
that a redistribution of population between South and North 
— a redistribution of moderate dimensions I shall argue — is in 
fact a necessary part of the solution. 


2. Policy Aims 


Our judgement both as to how successful the Southern policy 
of the past decade was, and as to how adequate the new measures 
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adopted or proposed for the future are likely to be, must partly 
depend on how we define the aim of Southern policy. Concerning 
this point there is, perhaps, less agreement at the present time 
than there was some years ago. The principal division of opinion 
can, I think, be summed up by distinguishing between two aims, 
which I shall call the “major aim” and the “minor aim” 
respectively. 

The “ major aim” is that of gradually narrowing the present 
gap between the levels of average income per head in the South 
and North, so as eventually to bring the two levels to “ approximate 
parity”. This was once the officially recognized aim. It was, 
for example, embodied in the Vanoni Plan, which looked towards 
bringing per capita income in the South from a proportion of 
initially about 50 per cent of that in the North to one of 75 per 
cent. In order to reach this, or a similar aim (we need not at this 
point be concerned as to exactly how high the final percentage 
ought to be) it would, of course, be necessary for income per head 
to grow for some time at a faster pace in the South than in the 
North. It is generally agreed that, during the decade of the ’fifties, 
a movement of this kind did not occur. 

A further distinction which we need to draw is that between 
achieving the “major aim” in the “short period” of, say, a 
decade or so (as was the intention of the Vanoni Plan), and 
achieving that aim in the “long period” of several decades or 
perhaps half a century. 

The apparent difficulty in making any progress so far towards 
the “major aim” has caused an increasing number of people, 
among them many “ Southernists”, to fall back on the “ minor 
aim”. This implies being satisfied if, first, the income level per 
head in the South is kept rising at a good pace in absolute terms, 
and if, secondly, there is set in motion in that area an “ autonomous 
development mechanism”. Those who see the problem in these 
terms would not be unduly concerned if, in the “ short period” 
at least, there failed to occur a gradual approach to “ approximate 


income parity ” between the areas. Judged by these same standards, 
the progress made in the "fifties was satisfactory in one respect but not 
in the other. The income of large numbers of people in the South, 
who had previously been living at close to subsistence level, had by 
the end of the decade been raised perceptibly above this level. 
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There had not, on the other hand, yet appeared any sure sign of 
the existence of an “autonomous development mechanism” (1). 

Although, in the light of actual events, the aim of the Vanoni 
Plan appears to many commentators to have been very ambitious, 
it still seems to me that this aim was, and is, a feasible one, and 
that it should have been possible within a period of ten years, and 
still more within one of twenty, to make significant progress 
towards it. Moreover, there are strong reasons — connected with 
the geographical pattern of contractual wage rates in industry — 
which, as I shall argue in more detail below, almost oblige us to 
opt for this aim in preference to the minor one. Accordingly, I 
shall be mostly concerned with two questions. First, what are the 
obstacles which have in the past prevented progress from being 
made towards this aim? Secondly, what are the foreseeable changes 
in circumstances, and the policy measures, that may remove these 
obstacles in the near future? At a first stage I shall consider the 
question of the policy measures taken specifically for the benefit 
of the South under two limiting assumptions relating to other aims 
of Italian economic policy. The first assumption is that it is desired 
to keep the national income of Italy rising at the maximum possible 
rate. The second assumption is that it is not intended to subsidise 
Southern industry (or agriculture) on a large scale or for long 
periods. (In the past, in fact, the avowed intention was that the 
subsidies granted should be of modest dimensions and short dura- 
tion). I shall postpone until a second stage the consideration of 
various “ extra-economic” or “ social” aims for which it may be 
deemed worth while, both sacrificing some amount of national 
income as the latter is usually defined, and extensively subsidising 


Southern industry and agriculture by transfers of income from 
the North. 


3. Shortcomings of Southern Policy 


In the debate which took place in the winter and spring of 
1960-61 the participants pointed to numerous lacunae in the 
Southern policy as it had been conceived and implemented during 
the 1950’s. And I do not doubt that all, or nearly all, of these 


(1) Cf. Comitato dei Ministri per il Mezzogiorno, Relazione sulla attivita di coordina- 
mento, April 1961, p. 5. 
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bear some part of the responsibility for keeping the pace of income 
growth and of industrialization in the South below what had 
criginally been hoped for and what was possible. What I do doubt 
is that they give us a complete explanation of why it has proved 
so difficult, both to make progress towards reaching the “ major 
aim”, and to set going a “spontaneous process of industrial 
development ”. 

Among the past faults of the Southern policy that have been 
mentioned are the following: the making of some of the public 
investments in the wrong places and wrong sectors, at the cost of 
leaving gaps in the most essential parts of the “ infrastructure ” 
of industry; the tendency to spread investment funds over too 
wide an area instead of concentrating them; the lack of co-ordina- 
tion of the investment programmes of the different public authorities; 
the failure in some cases to execute the programmes swiftly enough; 
the slowness of the bureaucratic procedures associated with obtaining 
access to the privileged finance and other “incentives” offered 
by legislation to private industry in the South; the inadequate 
information services available to Northern entrepreneurs who are 
potential investors in the South; and the insufficient attention given 
to education, both general and technical. 

Many students of the problem believe also that the difficulty 
of industrializing the South is largely due to a scarcity of the 
entrepreneurial factor. They complain of an insufficiency of entre- 
preneurs ready to respond to the incentives to investment in the 
South which have been created by the various measures in favour 
of that area. Their complaint extends both to Northern industrialists 
who were expected to undertake the investment in sectors where 
the units are very large, and to potential Southern entrepreneurs 
who were expected to invest in small- and medium-sized industry. 
The remedy commonly suggested for this situation is the provision 
of entrepreneurship by the State. 

It is not my purpose here either to confirm or to deny the 
assertion that there is in Italy a deficiency of “entrepreneurial 
talent” or of the “readiness to take risks”. Nor do I want to 
contest the point that if the shortcomings, mentioned above, of the 
first decade of Southern policy are remedied in the second, this 
will render that policy more effective. The question which I want 
to discuss is of a different order. It is that of whether the “ incen- 
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tives” to industrial development in the South are really sufficient 
to “justify” investment on the desired scale, or whether there is 
not something missing. 


4. A Missing Link? 


The ultimate incentive to the expansion of industry is obviously 
the existence, or prospect, of a profitable market for its products. 
Most of the participants in the recent discussion have taken it for 
granted that a market big enough to support industrial development 
cn a greatly increased scale does in fact exist. What I shall suggest 
here is that, in part at least, they are mistaking for a shortage 
of the entrepreneurial factor what is in reality the lack of a market. 

The reasons of this group for thinking that a market exists are 
based on a variety of conceptions of the way in which markets come 
into existence or grow. For present purposes we may distinguish 
between three such conceptions. These are of varying degrees of 
sophistication. 

The first and simplest view of the problem makes reference 
to the large population — nearly 19 millions — of “ potential 
consumers” in the South who have a big unsatisfied demand 
for industrial goods. Supporting evidence is drawn from the results 
of enquiries among Southerners about the way in which they would 
spend additional income if they had it. They evidently have a 
high income elasticity of demand (about 2.0) for industrial goods, 
and a low one (less than unity) for food products. 

This first view is over-simple. It is a long step from the proof 
of the existence of a potential demand, in the sense just described, 
to the proof of the existence of an effective demand. For what we 
still need to know is whether it is possible to achieve the real 
income expansion which will turn potential demand into effective 
demand. In the second and much more complex view, the process 
by which effective markets for various types of goods come into 
existence or grow is in fact inextricably bound up with the process 
of real income expansion. The two processes are seen as two 
aspects of one and the same thing. Both of them involve an 
intricate structural problem. They depend, that is to say, on the 
possibilities of matching the qualitative structure of the extra supply 
of goods associated with the increase in output to the structure of 
the extra demand associated with the increase in income. Limita- 
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tions on the extent to which this matching process can take place 
are limitations on the extent to which real income can be increased. 
For if the matching does not take place, certain sectors will find 
themselves producing more than they can sell at prices that cover 
costs, while other sectors will have shortages. In Keynes’ termino- 
logy, there will be excess capacity in some lines over and against 
bottlenecks in others. The need for this matching process constituted 
the essence of Say’s “ Law of Markets”; and it underlies the more 
modern “ doctrine of balanced growth” and the related concept 
of “ external economies ”. Many students of the problem of Southern 
Italy have had these ideas in mind without, however, allowing 
for the possibility that the prerequisites for balanced growth might 
not exist in that area. 

A third view is that, once a certain income stage has been reach- 
ed, the question of balanced growth ceases to be relevant. In fact the 
modern growth models, conceived in terms of very broad aggregates 
(such as consumption, investment, savings, and the capital-output 
ratio), abstract from this structural problem in a way which the 
models used by the early Classical economists did not. Whether 
we are justified, even if only as a first approximation, in abstracting 
from it surely depends on the income stage which the particular 
economy that we are examining has reached. We may be justified 
in so doing for an economy which is in the stage that has been 
reached, for example, by the United States or even perhaps Northern 
Italy. But are we equally justified in so doing in the case of 
Southern Italy? 

Prof. Vito (2) has drawn a distinction between what he calls 
“ backward economies ”, in which the level of income is exceedingly 
low, on the one hand, and “underdeveloped economies”, or 
economies in which development towards higher income levels is 
already under way, in the other. In the first group, he says, balanced 
growth is an indispensable condition, while in the second group 
(as well as a fortiori in that of the “ highly developed ” economies) 
it is not. And in the second group he places Italy’s underdeveloped 
areas. 

The view which I shall take here is that, in considering the 
need and the conditions for balanced growth, it is appropriate to 


(2) F. Vito, Essay on I fondamenti della politica di sviluppo economico regionale in 
F. Vito and others, Lo sviluppo economico regionale, Milano, Vita e Pensiero, 1961, pp. 20-21. 
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distinguish between not two but three different stages of economic 
development corresponding to three different income stages. The 
aspect of this division which matters is the way in which the 
consumption patterns of individuals, and of whole communities, 
move as they pass from one income level to another. 

The first stage is that of the “ subsistence” economy, where 
the income level is so low that it covers only the bare necessities 
of food, clothing and shelter. Here the consumption pattern is 
rigidly set. The consumer has few, if any possibilities of substitut- 
ing one product for another in response either to changes in the 
terms on which the various products are offered, or to changes in 
the types of product offered. The quality differentiation of output 
is here very limited. 

The second stage is that of a middle income range. Here 
the consumption pattern for the excess of income over and above 
the minimum which characterized the first stage is more flexible 
than it was for that minimum income. Nevertheless, for the 
“ representative ” (3) consumer at least, there is still only limited 
flexibility. He will spend a large part of each new increment in 
income on goods which, once the higher income level is reached, 
come to be considered as “essentials”. For example, the desire 
for more, and more varied, food will still claim a good part of 
such increments, and there is little possibility of significantly 
changing this part of the expenditure pattern in the direction of 
inducing people to substitute industrial goods for food products. 
If we divide goods into two “bundles”, one consisting of food, 
and the other of industrial produce (and services), it is chiefly 
within the one bundle or within the other, and not between them, 
that substitutability exists; and even then the degree of substituta- 
bility is small. At this stage increments in income are still in 
large part “committed” to a well-defined group of products. 

The third stage is that of a “high” income level. Once this 
stage is reached the expenditure pattern for further increments in 
income will be highly flexible in response to changes in the relative 
prices of different items and to changes in the types of product 
offered. “Luxury” food items will to some extent compete with 
industrial produce (and services), and one type of industrial produce 


(3) I refer, of course, to the “modal” behaviour, I do not exclude that some 
consumers will be at each of the two extremes, one where they spend almost all their 
additional income on “ non-essentials *, and the other where they spend almost all on food. 











374 Banca Nazionale del Lavoro 


(or service) will compete with another. At this stage a large part 
of each additional increment in income is what we may call 
“ uncommitted ”. 

It is only with respect to this “ uncommitted” part of income 
— a part which is only small in the second stage, but is large 
and increasing in the third stage — that we may perhaps say that 
the doctrine of balanced growth is not relevant, or is so only in 
limited degree. It is at the third income stage that “ innovating ” 
entrepreneurs (in Schumpeter’s sense), profiting from the large 
proportion of “ uncommitted ” income, can create new wants, new 
fashions, and new tastes, and successfully launch new products on 
the market. We may say that here the entrepreneurs largely 
mould the pattern of additional consumer demand to the pattern 
of additional output which they have to offer, instead of being 
obliged, as in the first and second stages, to shape the output 
pattern to a more or less rigid consumption pattern. At this third 
stage, the pattern of demand is characterized by a high degree of 
qualitative differentiation and flexibility. And if it is difficult or 
costly to increase the supply of one type of good, the consumer 
may be induced to shift his expenditure to another type of which 
the supply is more elastic. 

My view, however, would be that the mass of the population 
in the Mezzogiorno has not yet reached this third income stage, 
but is only at the second, and that therefore the necessity of balanced 
growth still exists. 

Now there are certain constellations of circumstances which 
render it difficult for an economy to achieve the balanced growth, 
or the matching of the structure of supply to the structure of 
demand, which is necessary for it to pass out of the first income 
stage into the second, or out of the latter into the third. They 
are circumstances which create a food bottleneck in the way of 
economic development in general, and of the effective expansion of 
the market for industrial produce in particular. They help to 
explain why some economies get held up at these stages, or why 
they can develop only very slowly and are continually outdistanced 
by other economies which, because they have succeeded in getting 
beyond these stages, henceforth enjoy a free road ahead. (This does 
not, of course, mean that the latter group will not run into some 
other kind of obstacle to further real income growth at a much 
later stage. One such possibility is a “ space bottleneck ”). 
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5. The Problem of Matching the Structure of Output to the Structure 
of Demand 


I shall assume, then, that we are confronted with an economy 
which is still at the second of the three income stages between 
which I have distinguished. This means that possibilities of: 


(a) achieving balanced growth, 
(b) raising the level of real income per head, and 
(c) expanding the market for industrial produce, 


are three facets of one and the same process. And if we want to 
evaluate how great these possibilities are, we must look at the 
whole pattern of elasticities of supply in relation to the elasticities 
of demand for the various products, or various groups of products. 
It is not sufficient to look at the demand elasticities alone. 

This point may be illustrated by a simple example. Let us 
imagine an economy in which there are only two goods, “ food” 
and “ industrial produce”, which are not substitutes for each other 
in the system of consumers’ preferences. Let us suppose further 
that the following situation prevails. For industrial produce, the 
income elasticity of demand is high, and so is the elasticitv of 
supply (in response to additional employment of capital and/or 
labour). For food, the income elasticity of demand, though low 
in comparison with that for industrial produce, is high in com- 
parison with the elasticity of supply (in response again to additional 
employment of capital and/or labour). At the same time the 
economy has few opportunities for profitably exporting industrial 
produce in exchange for imports of food. (This does not, of 
course, exclude that it may export one kind of agricultural produce, 
in which it has a special advantage, and import another kind). 

In such circumstances the slow rate of growth in the domestic 
output of food will act as a drag on the growth of real income. 
The farming population will be without the surplus of agricultural 
produce over and above its own needs that would allow it to 
exercise a large demand for industrial produce. The stimulus 
which such a surplus provides to the expansion of the local market 
for industrial goods will be lacking. The hope — widely entertained 
in Italy in recent years — that, provided many industries are set up 
(or expanded) simultaneously, before the markets for their produce 
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are patently in existence, those markets will appear ex post in 
response to the working of the “ external economies” of industrial 
growth, will be disappointed. Industrialization will fail to gather 
momentum spontaneously. If, on the other hand, it is “ forced” by 
government intervention, some of the industrial output will remain 
unsold, or will have to be sold at a loss, or will have to be 
financed by subsidies from outside the area. At the same time 
a shortage of food will develop unless it is avoided by increased 
food imports from abroad which are in effect paid for out of the 
subsidies to local industry. 

In this situation the offering of small subsidies to private 
industry can hasten its growth only in borderline cases. Much 
bigger subsidies than those so far offered in the South of Italy may 
be required in order to render industrialization profitable on an 
extensive scale. And if we believe that such a situation has prevailed 
so far in that area, the hesitation of many potential entrepreneurs 
in the South to affront the risks of industrial investment there, and 
the high proportion of failures which is reported to have occurred 
among those entrepreneurs who did affront them, must appear to 
us in a different light from that in which they have usually been 
depicted. 


6. Some Dimensions of the Problem in the Mezzogiorno in the 1950's 


What reasons have we for thinking that the situation which 
I have just described, or what may be called the “ inadequacy of 
the market growth factor”, was in fact holding back industrializa- 
tion in the Mezzogiorno during the past decade? And if it 
prevailed then, what are the chances that it will be overcome 
within the next decade? 

Before trying to answer these questions, I may point out that 
they are relevant just as much if we believe that the private entre- 
preneurial factor is scarce, and that therefore public enterprise must 
take its place in the South of Italy, as if we believe that private 
initiative can be relied upon to exploit the opportunities for indus- 
trial expansion whenever such opportunities genuinely exist. I 
am still keeping, for the present, to the assumption that it is not 
the intention of the government to engage in massive subsidisation 
of Southern industry, whether in the form of “incentives” to 
private firms or in the form of subsidised public enterprise. 
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Another assumption which I shall make, and shall retain 
throughout the rest of this article, is that even if the State intervened 
as “entrepreneur” on the production side, it would not seek to 
control the pattern of consumption. Southerners would, like 
Northerners, be free to spend their income as they chose. No 
products would be rationed in the South. (I am not aware that, 
in recent years at least, the opposite proposal has ever been advanced 
in responsible quarters). 

In my attempt to answer the two questions formulated above, 

shall try to quantify, in a necessarily very broad fashion, the 
critical items in the structure of the Mezzogiorno’s economy during 
the past decade, and to make some guesses about the way in which 
these items will develop in the future. Not all of the data which 
would be useful in this connection (such as, for example, “ foreign ” 
trade figures for the Mezzogiorno) are available. And most of 
those that are must be considered very rough. But even if it lacks 
many refinements, the picture which I shall present gives, I believe, 
a close approximation to the dimensions of the problem. 


EXPENDITURES ON FOOD AT VARIOUS INCOME LEVELS TABLE 1 


| «> | @ 8) (4) 


1950 1960 1970 
| Estimated Estimated Hypothe- | Hypothe- 
| actual actual tical tical 


situation situation situation situation 


North: 





| r 
(1) Income per head - | 100 150 — 200 
(2) Per cent of (1) spent on ad i 40 33 
| 
(3) Amount spent on food . . . . | 40 50 
(4) Percentage increment in (3) with 
respect to actual situation in 1950 | Pane 25 
South: 
(1) Income per head . . . . ‘ 50 75 112.5 150 
(2) Per cent of (1) spent on as a 58 50 38 | 33 
(3) Amount spent on food . . . . 29 37°5 42.75 50 
(4) Percentage increment in (3) with 
respect to: | 
(a) actual situation in 1950 (1) . eal 26 47 
(0.6) (0.4) 
(b) actual situation in 1960 (1) . eon ee 33 
| (0.3) 


(1) In brackets are the corresponding income elasticities of demand for food. 
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In the above table, columns 1 and 2 contain estimates (in index 
form) of the relationships between net income per head and 
expenditures on food, in the North and South of Italy respectively, 
as these relationships actually were in 1950 and 1960. Column 3 
gives the figures for the South as they probably would have looked 
in 1960 on the hypothesis that during the previous ten years income 
per head in the South, instead of increasing at about the same 
percentage rate as that in the North, had risen at a rate sufficient 
to bring it from 50 per cent of the level in the North in 1950 
to 75 per cent in 1960. (This latter ratio is what I shall henceforth 
refer to as “ approximate income parity”). The assumption here is 
that, at the higher income level, the expenditure pattern (as regards 
the division between food on the one hand and all other items 
on the other) of the Southern population would have been about 
the same as the expenditure pattern of the Northern population was 
at the same income level some years earlier. Finally, column 4 
represents the situation as it might look in 1970 on three assump- 
tions: first, that real income per head in the North increased 
between 1960 and 1970 by the same percentage as in the previous 
decade; secondly, that by 1970 income per head in the South was 
brought to 75 per cent of that in the North; and, thirdly, that the 
expenditure pattern of Southerners would again be about the same 
as the pattern of Northerners had been at the same income level. 
Also shown in the table (in brackets) are the income elasticities 
of demand for food in the South over the relevant ranges of income 
growth. The figures are low, i.e. between 0.6 and 0.3. And the 
income elasticities of “demand” for all other items together 
(industrial produce, rent, services, savings, taxes, etc.) are correspon- 
dingly high (i.e. between 1.5 and 1.7). 

It appears from the table that passing from the actual situation 
of 1950 in the South to the Aypothetical situation of 1960 would 
have implied an increase in food consumption per head over the 
corresponding ten-year period of about 47 per cent. Over this 
period the increase, in real terms, in the output of agricultural 
produce (consisting predominantly of foodstuffs) per head of the 
population was probably between 25 and 30 per cent. The South 
was, and is, an exporter of some kinds of foodstuffs and an 
importer of others. But if we suppose that in 1950 the area was 
not a met exporter (nor a met importer) on any considerable scale, 
it follows that the increase in domestic food production in the area 
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was far from sufficient to cover, whether directly or indirectly (i.e. 
through the international exchange of one type of food product 
for another) (4), the hypothetical increase in domestic consumption. 
It looks as though, in order to have reached the hypothetical income 
level, the Mezzogiorno would have had to rely on net food imports 
from abroad sufficient to cover some 12-15 per cent (5) of its food 
consumption. Assuming that these had to be paid for by exports 
of industrial produce or of services to the North of Italy and abroad, 
the Mezzogiorno would have had to make such exports, for the 
purpose of paying for food imports alone, equivalent to about 5 
per cent of the hypothetical income. To these have to be added 
exports for the purpose of covering the imports of raw materials, 
fuel, equipment, etc. required by the South’s industry, except in 
so far as, for the time being at least, cover was provided by foreign 
aid and investment. Here it should be noticed that, with the income 
level as it actually was in the Mezzogiorno in 1960, “aid” of all 
kinds (investments, loans, gifts, subsidies) from “abroad” was 
already providing the area with resources from outside equivalent to 
an estimated 25 per cent of its domestic income (6), and to a figure 
which exceeded the estimated volume of net investments in the 
area (7). “Foreign” resources were, that is to say, sufficient to 
cover part of consumption as well as the whole of the net invest- 
ments in the South. This was a situation which could not persist 
over the longer run if the area’s economy was to become an 
unsubsidised one. 

Is a reliance on exports of industrial products (and services) to 
an extent equivalent to, say, 10 per cent of income much or little? 
If we look at the national income and foreign trade figures for 
Italy as a whole, we find that her exports of non-food products 
(coming mostly from the North of the country) still amounted in 
1959-60, after the increase of recent years, to “only” 10 per cent 
of national income. Nonetheless they obviously played a pivotal 


(4) For a mors accurate measurement of the gap we should need to take account of 
whatever change occurred in the terms of trade between the export items and the import 
items. 

(5) Cf. previous footnote. 

(6) Cf. Comitato dei Ministri, Relazione sulla attivita di coordinamento, April 1961, 
p. 152. The figure excludes remittances by temporary “emigrants”, which are included 
under the income of the South. 

(7) The transfers from “ abroad” were estimated at nearly goo milliard lire and net 
investments at about 500 milliard. 
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role in the process of national income formation; and there is 
every reason to expect the proportion they bear to income to 
increase as income rises further in the future. An aspect of the 
present structure of the economies of the two areas of Italy which 
is worth noticing is the following. Agricultural output per head 
of the population (I am referring here not to the agricultural popu- 
lation but to the whole population) is perceptibly higher in the 
North than in the South (8). With the distribution of population 
between the two areas remaining what it is to-day, it looks, there- 
fore, as though “approximate income parity” between the two 
areas could be achieved only if the South relied more, and not 
less, in per capita terms, than does the North on net imports 
of food, and therefore on exports of industrial produce. (It seems 
highly unlikely that the income per head from a third source, 
namely the foreign tourist traffic, could become so much higher in 
the South than the North as to render this greater dependence on 
industrial exports unnecessary). 

Presumably the South’s exports of industrial produce (to the 
North of Italy and abroad) in 1950 were very small in comparison 
with those of the North of Italy (to the South of Italy and abroad). 
And if the industrial export solution was to have been the way 
of breaking the food bottleneck in the South, and hence of reaching 
the hypothetical income level for 1960, it would have implied that, 
over the decade of the ‘fifties, that area should have increased its 
industrial exports faster, percentagewise, than did the North. The 
question of how far the South was actually in a position to do this 
involves a very controversial point: that of how good a location 
the South of Italy, or parts of it, present for developing industrial 
exports, or even of whether location matters at all. 


7. Industrial Location and Exports 


The factors governing entrepreneurs’ preferences for one loca- 
tion over another, and the effect on industrial costs of choosing 
one location rather than another, are a matter about which opinions 


(8) The average figures for 1959-60 of gross saleable output in agriculture per head 
(calculated with reference to the de jure or “resident” population) were: 73,000 lire in 
the North and 58,000 in the South. 
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now differ widely. Some people continue to refer to the awkward 
geographical shape of Italy, to the long distances between North 
and South, and to the peripherical position of the South with respect 
to the closest large areas of concentrated economic activity abroad, as 
being a serious handicap for the Mezzogiorno. Others claim that, 
under modern conditions, distances, as reflected in transport costs, 
are as a rule unimportant (9), and that from a production and 
sales point of view the location selected for manufacturing industry 
is, within very wide limits at least, a matter of indifference. They 
argue that in choosing an industrial site the entrepreneur is guided 
by other factors. One such factor which has recently been em- 
phasized is the preference of businessmen and of managerial staff, 
and of their wives, for living in areas that have already reached a 
certain stage of development. To meet this difficulty it has been 
suggested that the State should provide the missing entrepreneurship 
in the South until such time as the industrial development in that 
area has brought its amenities up to the level of those already 
offered by the old urban centres of the North. (It is evidently 
presumed that government employees and their wives will more 
readily forego these amenities for a while than will the employees 
of private firms or the self-employed). 

We need not doubt that many factors, including the one just 
mentioned, influence entrepreneurs in their choice of industrial 
sites. What we may doubt is whether, once some of these factors 
have been evened up as between the South and the North, 
transport costs and other costs of “distance” will not still be 
there as a factor which sometimes tips the balance in favour of one 
area or the other. Even those who minimize the importance of the 
costs connected with distances are apt to suggest that the latter 
should be “shortened” by the institution of rate systems for 
carriage by rail (or eventually also by road?) which charge according 
to “virtual distances” shorter than the real ones. A_ parallel 
proposal is that passenger traffic to and from the South, when of 
a business nature, should be similarly aided. The putting into 
practice of proposals of this kind would, of course, be one way of 
subsidising Southern industry; and for the present I exclude it as 


(9) The reader may here be reminded that transport is not the only cost item which 
has, in recent times, been thus considered. The same view has been taken regarding, for 
example, interest charges and electricity rates, 
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a possible solution, in conformity with my general plan of dealing 
first with solutions that do not create the need for such subsidisation. 

I shall proceed, then, on the assumption that more often than 
not distances do exert an effect on costs and selling prices. Quite 
a small difference, due to extra transport costs, in the delivered 
price abroad of a product may be critical in a highly competitive 
market. Not all of these extra transport costs occur at the marketing 
end. Certain imported goods used by industry (such as equipment 
from Northern Europe) will have a higher c.i.f. price when 
delivered to Southern factories than when delivered to Northern 
ones. Nor can the influence of the distance factor be measured 
solely in terms of transport costs. Part of the advantage of nearness 
consists in the possibility of maintaining direct contacts with 
markets and sources of supply. The fact of being centrally situated 
with respect to a large number of markets and sources of supply 
will be especially important for firms which produce for export 
to those economies which have reached what I called above the 
“third income stage” and on the markets of which new products 
are continually being launched. 

We do not at present have any means of precisely measuring 
the relative advantages of alternative lay-outs of economic activity 
in space, and hence of calculating how great a cost (or loss of 
national income) is associated with choosing a particular non- 
optimum lay-out in preference to an optimum one. Probably, 
however, we shall not go far wrong if we adopt a simple scheme 
which may seem to some people a very obvious one and is 
not by any means novel. It divides Italy’s export markets into 
two groups. The first are markets in North and North-Western 
Europe, to which goods are transported mostly by rail or road. 
The second are markets overseas, to which goods are transport- 
ed mostly by ship. With respect to the first group, locations 
in Northern Italy will, as a rule have a clear “natural” ad- 
vantage over those in the South. With respect to the second 
group, locations in the South will not have a clear disadvantage, 
and may sometimes even have a clear advantage, compared with 
those in the North. It seems common sense to suppose that, 
generally speaking, a firm which expects that the market for its 
produce will at all, or most times be mainly in Northern Italy 
and/or North-Western Europe will find it convenient, if other 
conditions (e.g. wage costs) are equal, to choose a site in, for 
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example, the Province of Reggio Emilia or of Parma rather than 
in the Province of Naples or of Palermo. Similarly, a firm which 
expects its market to lie mostly in Sicily and in North Africa will 
have an advantage in choosing a site in Sicily. 

Now if it were a fact that the second group of markets, and 
especially those in Africa and Asia, were developing very rapidly, 
this might be a sign that the Mezzogiorno had good chances of 
solving the structural problem which I described above (i.e. the 
problem of filling the food gap) by industrial exports. How did 
the two trade streams actually develop over the past decade? If 
we compare the average figures for total exports to various areas 
(I do not have the figures for industrial products alone) in 1950-51, 
with the averages in 1959-60, it appears that over this interval 
Italy’s export trade with Europe (excluding the USSR) increased 
by 135 per cent in value terms, while that to all other destinations 
increased by 123 per cent. The first stream had been growing 
faster, then, than the second. In 1959-60, Europe took 60 per cent 
of Italy’s total exports. Africa and Asia combined took only 
I5 per cent. 


8. Zonal Differences in Wages 


In theory the “ natural ” disadvantage of one location compared 
with another may be compensated for by lower wage rates. Regional 
differentiation in wage rates is a perfectly normal phenomenon, 
and is allowed for by the collective bargaining machinery in most 
countries, including Italy. To some extent these zonal differences 
are offset, from the point of view of the worker, by differences 
in the cost of living. 

In the particular case of Italy, it has often been supposed that 
the advantage of lower wage rates in the South ought, for many 
industries, to outweigh whatever disadvantage there was from 
other points of view in a Southern location. How marked have 
these zonal differences in industrial wage rates actually been? 

The zonal pattern of the minimum contractual rates fixed 
by the 1954 Agreement was generally recognized to be an unsat- 
isfactory one. In part it had been dictated by the need for 
preserving certain situations inherited from the past; and the 
intention had always been to overhaul it as soon as circumstances 
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were favourable. Under that agreement the maximum gap, i.e. 
the extent to which the lowest rate, applying to Zone XII (an 
exclusively Southern zone), fell short of the highest rate, applying 
to Milan in Zone O (that of the “industrial triangle”), was 30 
per cent. This was fairly high; but Zone XII comprised only 
Caltanissetta and Enna (both in Sicily) and Reggio Calabria. As 
between alternative Northern locations, e.g. between the “ industrial 
triangle” on the one side, and most of the provinces of Emilia- 
Romagna on the other, there was a gap (calculated as before) of 
13-15 per cent. Emilia-Romagna was as low a wage area as Naples, 
and almost as low as Palermo. As between Emilia-Romagna or some 
of the provinces of the Veneto, on the one side, and such Southern 
provinces as Bari and Taranto (which are among the places recently 
designated as “ poles of development” in the South), on the other, 
the gap was only 5 per cent, or a little more. Some Southern areas 
were thus on a par, or nearly so, with many Northern areas; and 
the gaps between different Northern areas were in many instances 
as wide as, or wider than, the gaps between these and Southern 
areas. 

Predominantly Southern zones which clearly were “low wage 
areas” were Zones XI and XII. These contained Brindisi (another 
of the “poles of development”) and most of Sicily. They also 
contained Latina, which (though belonging to the “ North”) has 
been a beneficiary of the special incentives to Southern industry, 
and enjoys, besides, the advantage of a favourable location with 
respect to both Rome and Naples. It has thus been triply favoured 
so far as an area of industrial development, and its success in this 
direction is not surprising. Nor is that of other Southern areas 
which have benefitted from “ natural” factors as well as low wage 
rates. Examples are certain parts of Sicily, where new mineral 
resources have been discovered, and where the more-than-average 
progress made in nearby agriculture has produced the “ surplus ” 
output which creates a local demand for industrial produce. In fact 
it is not at all difficult to explain the progress made, during the 
1950’s, in individual areas of the South in terms of the “ Classical ” 
theory of industrial development. 

Some readers may object that the zonal differences in the con- 
tractual wage rates are not the same as those in the effective rates. 
Here we must make a distinction which is important in connection 
with various aspects of the Southern problem. The Southern 
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worker’s rate of pay has in the past varied markedly with the size 
of the employer. It seems to be broadly true that, while in the 
North “industrial” firms (I am not referring to artisan units) 
both big and small have respected the terms of collective contracts, 
in the South large firms have respected them, but the smaller ones 
have not. A rough check on this point is provided by the Ministry 
of Labour figures for hourly earnings. (These are given us by 
Regions and not by Provinces). If, for example, we examine 
the figures for the chemicals industry, where the unit of enter- 
prise or of production is everywhere large, it does not appear 
that the effective zonal spread has been greater than the contrac- 
tual one. Much bigger discrepancies are detectable in industries 
where the size of the establishment is less uniform. The figures 
are not, of course, perfectly comparable from one Region to 
another, especially because of differences in the proportion of 
overtime and in the proportions between the numbers of workers 
in the different skill grades. But even if we make allowance for 
these factors, it seems fair to conclude that the spread in the de 
facto rates did not markedly diverge from that in the minimum 
contractual rates, so far as large firms or establishments were 
concerned. Workers attached to such establishments in the South 
were, that is to say, recently earning between 70 and 100 per cent 
of what workers of similar skil] and occupational grade were 
earning in the North. It was in the small firms, “ industrial” as 
well as artisan, that the low-paid Southern workers were to be 
found. They were in the past a majority; and many of them were 
very poorly paid indeed. 

The zonal pattern of contractual wage rates has recently 
(August 1961) been revised. The new agreement makes a much 
clearer-cut division between Northern and Southern provinces than 
the old one did. The maximum gap, or that by which the rate in 
the lowest-paid zone (Zone VI), now containing more than twenty 
Southern provinces, falls short of the top rate (applying to the 
province of Milan) will henceforth (10) be 20 per cent. The 
rate in these Southern provinces will, however, be only 13-15 
per cent below the rates in the bulk of the Northern provinces, since 
the rates set for the latter are in most cases 5-8 per cent below 


(10) Some of the new rates will come into force by stages over the next two years. 
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the top rate. For the remaining Southern provinces (with the 
exception of Naples which occupies as before a special position) 
the rates will be 10-15 per cent below the top rate, and 5-10 per cent 
below the rates in the bulk of the Northern provinces. (Bari and 
Taranto belong to this second Southern group). Zonal differences of 
this size are not, I believe, large by the standards of other countries. 

Industrialization of the South obviously means establishing 
more of the modern industry in which the units are of large or 
medium size, and in which the contractual wage rates, or in some 
cases rates higher than these, must be paid. It does not mean 
creating more of those artisan, or near-artisan activities in which 
the levels of remuneration are now usually far below the contractual 
rates. And it is to be expected — and desired — that the big 
disadvantage hitherto suffered by many of the workers in the 
smaller “ industrial ” establishments, as well as by those in artisan 
firms, in small trading units, and in agriculture, will be corrected. 
In other words, one of the ultimate effects of Southern policy 
must be to remove the dualism in earnings levels which prevails 
within the Southern economy as much as between it and the 
Northern economy. 

A point to notice here is that, as a matter of simple arithmetic, 
the zonal pattern of industrial wage rates considerably restricts our 
freedom of choice between what I called previously the “ major ” ' 
and “ minor “ aims. It practically obliges us to opt for the former. 
Part — so far it is only a small part — of the working population 
in the South already enjoys “ approximate income parity” with the 
working population in the North. And progress towards industrial- 
ization in the South essentially means increasing the numbers in 
this category. But this in turn signifies that, unless the “ major ” 
aim is achieved for the South as a whole, dualism in income 
levels within the South cannot be overcome. 











9. The Prospects for the 1960’s and Beyond 


Always assuming, then, that the “ major” aim prevails, let us 
now consider how the terms of the problem, which is essentially 
that of filling the food gap in the South, are likely to change 


over the future. 
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In one respect, certainly, they will be more favourable during 
the next decade than they were during the last. For as income rises 
further, the proportion spent on food falls. In the hypothetical 
situation depicted in Table 1 above, the achievement of “ approxi- 
mate income parity” between South and North by 1970 would 
imply an increase in the South in food consumption per head 
between 1960 and 1970 of only 33 per cent (instead of the 47 per 
cent increase that would have been involved in reaching “ approxi- 
mate parity” between 1950 and 1960). The food gap is smaller, 
then, in this new hypothetical situation than it was in the previous 
one. On the other hand, we should recall that the definition of 
“ approximate income parity” used in the table implied bringing 
per capita income in the South to only 75 per cent of that in the 
North. In view of the new zonal wage structure, this ratio is 
probably on the low side; one of 85 per cent might be more 
appropriate. But this would ceteris paribus (11) give us an increase 
in food consumption in the South somewhat higher than the 
figure just mentioned. 

At the same time we are confronted by a big question mark 
concerning the prospects of filling this food gap. A first doubtful 
point is the rate at which the output of agricultural produce in the 
South will increase over the next decade. What matters in the 
present context is, as I said previously, the rate per head of the 
whole Southern population. Part of the problem therefore consists 
in the pace at which this population continues to grow. The 
progress — not all of it due to investments — made by Southern 
agriculture during the 1950’s was undoubtedly exceptional by past 
standards. Granted that some of the investments made during 
these years have not yet yielded their fruits and will begin to do 
so only in the ’sixties, it may yet be optimistic to expect the rate 
of growth in agricultural output to be as rapid in the next decade 
as it was in the last. And the same holds true for the rate of growth 
in output per head of the population if we assume that the latter 
continues growing in the future at about the same pace as in the 
recent past. 


(11) If income per head in the North increased less fast than I have assumed, this 
would be a factor working in the opposite direction. 
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One of the points raised in the debate on the policy of the 
Cassa per il Mezzogiorno was how far the investments made by 
the latter in the agricultural sector during the ’fifties were justified 
in terms of what they have added, or will add, to the productivity 
of Southern agriculture. Some of the contributors to the discussion 
seem to be strongly of the opinion that many of these investments 
were not thus justified. It is impossible to demonstrate the validity 
of this view on the basis of the data at our disposal. Certainly we 
cannot do. it by comparing the capital-output ratios for agriculture 
and industry respectively, or for South and North, as some of the 
Cassa’s critics have done (12). Nevertheless, much expert opinion 
holds, on what are probably more substantial grounds, that so far as 
“fixed” investments (in land improvement, etc.) are concerned, 
there now remain relatively few unexploited opportunities that are 
capable of giving a good yield in the “short period”. (I neglect 
the suggestion that large investments should be made @ fonds perdu, 
since this conflicts with my general plan of dealing first with 
solutions that do not involve subsidisation). Many of the still 
unexploited opportunities are of a kind (e.g. reafforestation) which 
begin to have an effect only in a fairly distant future. This does 
not mean that these investments should not be made. But relying 
on them would mean falling back on the “long period” solution 
of the Southern problem. Indeed, as we advance further and further 
into the future, it becomes more and more likely that the problem 
will have the “natural” solution envisaged by Luigi Einaudi. 

There are, it is true, other types of agricultural investment, 
such as those in farm stock, and equipment, etc., which are capable 
of giving results in the “short period”. But some of these entail 
shifts in the “ crop pattern ” (e.g. from cereals to livestock farming) 
which, in many parts of the South, will become possible only when 
the number of people living on the land has been reduced to the 
point where those who remain are relieved of the necessity of 
engaging in purely subsistence farming. The extent of the invest- 
ment opportunities of this kind is, that is to say, dependent on the 
rate of exodus of labour from agriculture. And this is a matter 
which properly belongs to a later stage of my argument (see 
Section 10). 


(12) The complicated question of how the profitability of such investments should be 
calculated is not one which I can examine here. 
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A second point about which we are in doubt is how far the 
emergence of what has been called “a new geographical position 
for the South of Italy within the new political and economic world 
of the Mediterranean” can lead to that development of industrial 
exports from the South which would allow the food gap to be 
closed by imports. It seems to me probable, however, that this 
solution too would be a “long”, and not a “short” period one. 
A reason for so thinking is that the underdeveloped countries of 
the Near and Middle East and North Africa are either in the 
same “ income stage ” as is the Mezzogiorno, or in a still lower one. 
And they are thus faced with a similar problem of filling a food 
gap before they can reach an income level at which they can exert 
a rapidly expanding demand for consumers’ industrial goods. It 
is true that if these countries were the beneficiaries of large “ untied ” 
development loans or grants from third countries, some part of 
the relevant funds might be spent on machinery and other producers’ 
goods manufactured in Southern Italy. The magnitude of this 
factor is, however, diminished by the fact that a good part of 
development loans and grants are, in one way or another, “tied” 
to exports of the lender or donor country. 

Taking all these factors into consideration, it seems to me 
improbable that even the beginnings of the process which would 
lead to “ approximate income parity” between South and North 
will appear in the ’sixties, if the Southern population continues to 
grow at more or less the same pace as in the ’fifties. The process 
might possibly start in the ‘seventies, when the various factors 
which we have considered all become, perhaps, increasingly favour- 
able. We are getting into the “long period”. 

Is there a “short cut”? I think there is. But this brings me 
to what has so far been a highly controversial subject, that of the 
internal migration of labour. 


10. How “Emigration, Contributes to the “Natural, Solution 


The above attempt to size up the chances of achieving the 
“ major aim” in the “short period” was based on the assumption 
that the South of Italy, with its relatively poor agricultural resources 
and poor geographical position, compared with the North, continued 
to support the present proportion (37-38 per cent) of the whole 
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population of Italy, or possibly a higher one (13). I want now to 
consider the role which “ emigration” from the South of Italy to 
the North (or abroad) can play in improving the situation. 

The ultimate purpose which the migration of labour from the 
South to the North serves is to help create the necessary structural 
balance (discussed in Sections 4-6 above) between the supply of 
goods of various kinds and consumers’ demand for those goods, 
or, more specifically, to help overcome the food gap. It has this 
effect as regards the people who leave the South by moving them 
to an area which is in a better position to expand industrial 
exports. But it has this effect also for the people who stay behind; 
and, since this second effect seems for most students of the problem 
to have been the less obvious of the two, it is with this that I shall 
be especially concerned here. 

One way of describing the way in which “emigration” im- 
proves the development prospects in the South is to say that, by 
reducing the rate of population growth (or, in an extreme case, 
reducing the total population) in the area, it makes the food gap 
which has to be filled by imports smaller. Alternatively, we may 
look at “ emigration” in terms of its effect in raising productivity, 
and income, per head among the mass of the agricultural population 
in the South to a level at which that population can become 
consumers on a substantial scale of industrial produce. 

There are two processes by which productivity per head among 
the agricultural population in the area can be raised. The first 
consists in the investments and technical improvements of which 
we have already taken account in the previous sections. The second 
is an increase in the land-labour ratio. This second process can, 
of course, take place only to the extent that labour can be drawn off 
the land into industrial and other non-farming activities. The 
second process is thus dependent on the first, so long as employment 
for all of the labour which leaves Southern agriculture has to be 
found within the South. For if the increase in productivity per 
head of the agricultural population due to the first process is slow, 
the rate at which people can be absorbed by local industry and other 


(13) In some of the forecasts of future population movements it has been supposed that 
Southern Italy might (assuming that net emigration from the area remained at what seems 
to be an “ accepted ” average annual level) contain a larger proportion of the whole Italian 
population in the later decades of this century than it does now. (See, for example, 
SVIMEZ, Statistiche sul Mezzogiorno, 1954, Table 63). 
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non-agricultural activities will (failing the development of export 
markets for that industry) likewise be slow, and so therefore will 
be the rate at which they can leave agriculture. This is a vicious 
circle. But it can be broken if part of the labour force in the area 
can be drawn off to employment “ abroad”. The exodus of popv- 
_lation from agriculture can then be accelerated, the income per 
head of those who remain in agriculture can rise more rapidly, 
and the local market for industrial produce can expand more 
rapidly. In other words, “emigration” helps to provide the 
ultimate “ incentive” to industrialization in the South by allowing 
a faster expansion of the local market for industrial produce. 

It is thought that during the decade of the 1950’s the labour 
force working in Southern agriculture was reduced by several 
hundreds of thousands (14). And in the years 1959-61 the exodus 
was evidently proceeding at a much accelerated pace. Some of those 
who left went “ abroad”; some (a comparatively small part) went 
into local industry at good rates of pay; but many went into 
artisan and near-artisan activities, or into retail trade, where their 
earnings were still very low. For many among this last group the 
improvement in living standards was so far minimal. Their 
motive for leaving agriculture lay less in the immediate gain in 
earnings than in the hope of eventually being able to move on to 
industrial or commercial employment in the fuller sense of the 
term. The movement out of agriculture must still continue in 
the future if the per capita incomes of the mass of the farming 
population are to be brought to the desired level. But the problem 
is not merely one of finding non-agricultural employment at the 
desired wage level for those who still have to leave agriculture 
or who will join the labour force for the first time in the future. 
It is also one of finding such employment for those who have 
already left agriculture, or have already found their first job 
outside it, but who are at present working in extremely poorly 
paid activities on the fringes of the industrial society. 

The role of emigration in helping to solve this problem is very 
different from what many people have taken it to be. The purpose 
is not that Southern Italy should be “ abandonned as a potential 


(14) For Italy as a whole it has been estimated that the net reduction in the agricultural 
labour force over the past decade may have been a million or more. We lack separate 
figures for the South. 
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area of economic development”, that it should be “rendered an 
exclusively agricultural society ”, or that “ future industrial growth 
should be reserved to the North”. The purpose is that the agri- 
cultural society in the South should be made rich enough to be 
able to support, alongside itself, a fair-sized industrial society of 
the modern kind (15). It would be an industrial society catering 
principally for a local market, and doing so in response to a 
“spontaneous development mechanism” not dependent on subsi- 
disation. 

How large would the “emigration” from the South have to 
be? This is a question to which it is obviously impossible to give 
a precise answer. I do not believe, however, that the extent of the 
“ emigration ” required amounts to anything like “ mass depopula- 
tion”. It should be remembered here that emigration enters the 
picture as a third factor, additional to the two others (i.e. continued 
progress in agriculture due to investments and technical progress, 
and the development of a limited industrial export trade) which 
we expect to make some contribution towards the solution. It is 
not the only factor at work; but it is one which is capable of 
providing the additional weight that finally tips the balance in 
favour of the creation of an “ autonomous mechanism of economic 
development” in the South. 

Southern Italy is a traditional area of emigration, and in 
previous periods it remained, nonetheless, a low-income area. 
The failures of past history are, however, not necessarily an omen 
for the future. The circumstances at the present time are much 
more favourable to a solution of the Southern problem obtained 
partly with the aid of emhigration than they were earlier on. The 
higher level of income (and hence lower income elasticity of 
demand for food) already reached, the more rapid rate of progress 
in Southern agriculture, and the slower rate of natural population 
growth in the area, are all factors which render the extent of the 
emigration required smaller now, in proportion to the population, 
than it would have been previously. At the same time the more 
rapid expansion of employment opportunities in Northern Italy 
makes emigration easier. It is no longer a question of requiring 
large numbers of people to move to destinations overseas. 


(15) It may be noticed that in Denmark the proportion of the active population engaged 
in manufacturing industry is about 15 per cent. 













‘ 
‘ 
‘ 















Some Structural Aspects of the Southern Problem 393 


Nevertheless, a stepping-up of the rate of “emigration” is 
strongly opposed by many “Southernists”. The percentage distri- 
bution of the Italian population between North and South ‘has, 
according to the statistics, been remarkably stable over the last 
hundred years or so. And many people have come to regard the 
proportion living in the South as more or less irreducible (16). 
This implies not that they exclude emigration entirely, but that 
they look to it only as a way of counterbalancing the at present 
higher rate of natural population growth in the South compared 
with the North. They would reject the idea that it is necessary 
finally to redress a situation, of maldistribution of the population 
between the two areas, which has already lasted too long. 

According to rough estimates, there has since the Second 
World War been net emigration from the South to the North of 
Italy and abroad to the extent of about a million persons. The 
average annual rate during the ‘fifties may have been 60,000 or 
slightly more. By the end of the ’fifties, and at the beginning of 
the ’sixties, however, the annual rate had reached, again according 
to rough estimates, about double this previous average (17). If this 
higher rate were to continue over the remainder of the ’sixties it 
would mean a net exodus over the ten years of between 1.2 and 
1.5 million. 

It is a guess which I am now making that if emigration 
actually did continue at the present rate over this period, we might 
already see, before the decade came to a close, the beginnings 
of that process of more rapid income growth — partly due to 
industrialization —- in the South which is necessary in order 
eventually to bring it to “approximate income parity” with the 
North. But the continuation of this rate would mean drawing out 
of the Mezzogiorno by far the greater part of the natural increment 
in the population, and in the labour force, of the period. 

“ Southernists ” evidently consider such a rate too high. What 
most of them would regard as “ acceptable” over the longer run 
is probably a rate not much more than half the present rate. They 
want not forcibly to prevent emigration (by, for example, re- 
introducing the restrictions on internal migration which have 


(16) Cf. footnote 13 above. 
(17) A rough estimate for 1959 puts the figure at nearly 130,000 (See Cassa per il 
Mezzogiorno, Sinossi statistica dei Mezzogiorno, 1961, p. 4). 
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recently been abrogated) but to keep it down to the “accepted” 
level by a policy of deliberately planning sufficient industry in the 
South to hold back part of those who might otherwise go North. 
They object to the present rate on various grounds to which I shall 
refer in the next section. 


11. Problems Connected With Internal Migration 


Whatever solution is ultimately found to the Southern problem 
will inevitably entail large movements of people from the places 
where they once lived to other places. This necessity starts with 
the exodus from agriculture to other activities. But even among 
those people who remain in Southern agriculture, considerable 
shifts must occur. For, as the exodus proceeds, farm labour must 
move away from poor areas, or from areas which are still 
overcrowded, to fertile plots which have been left vacant, or to 
areas which have become relatively thinly populated. This process 
of reconstituting farm units in response to the changed labour 
situation — or what we may call the “real agrarian reform” in 
the South — is likely itself to require special measures, such, for 
example, as aid to poor families for moving, new credit arrange- 
ments to enable small farmers to purchase farm stock and even 
land, and so on. 

If to the shifts that are necessary within agriculture we add 
those between agriculture and other activities, it appears probable 
that, before the Southern problem is solved, some millions of peovle 
will have had to change their place of residence and work. The 
total movement in all directions must, in any case, far exceed 
whatever part of that movement is directed to the North of Italy 
and abroad. . 

Many of the problems associated with such shifts of population 
are present as much when the shifts take place within the geogra- 
phical area which is called the South as when they involve crossing 
the “border” to the North of Italy. 

One of the objections that is raised against “emigration ” 
is that it takes off a larger proportion of the productive part of 
the population than of the unproductive part. This is mainly a 
problem of the old people, not all of whom will follow their 
children even when these have permanently established themselves 
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“abroad”. This problem is, however, one which arises also with 
respect to migration within the Mezzogiorno; and it cannot be 
allowed to prevent any movement at all from taking place. The 
plight of the people concerned, in so far as it is mot eased by 
remittances from relatives who have gone away, will have to be 
relieved by State pensions and other forms of social assistance. 

A second objection is that emigration draws off the people 
with the most initiative, thus lowering the average “quality” of 
the population that remains, and in particular depriving it of its 
already small quota of entrepreneurial talent. This view seems to 
me to reflect undue pessimism about the “quality” of the vast 
majority of the Mezzogiorno’s now nearly 19 million inhabitants. 
It is not as though we were expecting emigration to reduce the 
total population — or even that part of it which is in the productive 
age-groups — to a mere fraction of its present level. By far the 
greater part would stay behind. Improving the quality of these 
people is a matter partly of better educational opportunities — for 
which the new school programme must provide — and partly of 
better economic opportunities. And the latter will come as much 
from a “ natural” process of industrial growth (which emigration 
aids) as from a “ forced” one. It is worth recalling that, up until 
a few years ago, it was a widespread notion, both in Italy and 
abroad, that Southern Italians did not want to work. Experience 
has shown that, given the opportunity to work for a reasonable 
wage, they are as willing as others. I suspect that the present 
pessimism about the entrepreneurial capacity of Southerners will 
be similarly dispelled once opportunities for profitably engaging in 
business in the South become more abundant. 

A third problem which preoccupies many of the opponents of 
emigration from the South is the increasing congestion in the 
North of Italy. They point in this connection to the measures that 
have already been taken in other countries in Western Europe to 
deal with the same phenomenon. A few comparisons will help to 
put this problem into focus. Even within the “ industrial triangle ”, 
Northern Italy does not yet have any problem approaching in 
seriousness that of, say, Greater London or Greater Paris. But if 
we go outside the “triangle”, and consider the much broader 
area of Northern Italy as a whole, the preoccupation with the 
problem of congestion seems at present premature. The following 
table allows us to make some comparisons between the degrees of 
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POPULATION DENSITIES (1) TABLE 2 





























Population | Density 
| 
| 
Di. 8 ow es, a ke et ee 9,129 | 294 | 
a ee a a a a 45300 82 
Germany (PR). - 2 5 st 6 te el 53,081 214 | 
ss ste eS Ss Se we Rh 50,708 | 168 
| Meeends wt tl lt lt 11,403 357 
| United Kingdom . . . . . . . | 51,985 213 
| | | 
| Regions of Italy: | 
MS, Ge a ea LS ae 3,790 149 
ae = «= «© «+ » «© « © © «@ 1.693 313 | 
OO ee ee ee ee 7,153 301 
Totalof3 . . . | 12,536 231 
cg as, eS ee a re: 39195 213 
| Emilia-Romagna. . . . . . «| 3665 | 166 
nar nee 
oo! 2 a 20,216 213 
ee 6 ee se Se & eS eS 3,293 143 
Pee as Ga Ss Se % See 3,806 221 | 
| Sa 275315 201 
Other Northern Regions (2). . . . . | 4332 101 
Total North . ., 31,646 178 
ee oo +e ek ee Se ae 45795 353 
| Abruzzi and Molise . . . . . . . | 1,585 Itt 
| ee oS & Se aon es « a om wi 3478 180 
a ee ee ee ee ee 466 67 
Pe owe a Se = ew 2,167 144 
RSG ke Se Oe Se Oe 4,833 188 
a a a 1,438 60 
Total South . % 19,062 155 


(1) The figures for the various countries are for dates in 1959 or 1960. For Italy they 
are the estimates for the de jure or “ resident” population at the end of 1959, made before 
the results of the 1961 Census were available. 

(2) Valle d’Aosta, Trentino Alto-Adige, Friuli Venezia Giulia, the Marches and Umbria. 


Source: Central Institute of Statistics, Annuario statistico, 1960. 
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congestion prevailing in Northern Italy, or parts of it, and various 
Western European countries. 

The three Regions of the “industrial triangle” (Piedmont, 
Liguria and Lombardy) taken as a whole have an average popu- 
lation density per square kilometre (about 230) which is well 
below the average for the whole of England and Wales (about 300). 
The five Regions of the “ industrial triangle” plus the Veneto and 
Emilia-Romagna have an average density equivalent to that for 
the whole of the United Kingdom, or for the Federal Republic of 
Germany, and one which is not much more than two-thirds of 
that of England and Wales. The seven Regions consisting of the 
previous five plus Tuscany and Latium have a still lower average. 

Always assuming that a policy of avoiding further “ congestion ” 
in the North of Italy means, first, some sacrifice of potential 
national income, and, secondly, the subsidisation of Southern 
industry by the North, it seems highly questionable whether 
the time is yet ripe for such a policy. The problem of excessive 
concentration round particular urban centres is not to be confused 
with that of the overall congestion of wide areas. The “ decen- 
tralised ” expansion of industry is possible for a long time yet even 
within Northern Italy. 


12. The Alternatives 


In the preceding sections I have deliberately concentrated at- 
tention on only one of the several possible ways of solving the 
Southern problem. The analysis given there helps us, however, 
to clarify the implications of other solutions. We may sum up the 
main possibilities as follows. 

There are, first of all, two alternative ways of achieving the 
“ major aim” in the “ short period ”. 

(1) The first way — and the one which I have chiefly analysed 
in this article — is via the “natural” growth of the market for 
industrial produce, due to the joint effect of three factors, namely, 
further agricultural improvements, some development of industrial 
exports, and “emigration”. This solution presupposes, of course, 
that employment opportunities in industry and ancillary activities 
in Northern Italy continue to open up in sufficient numbers. They 
must in fact be sufficient to accommodate the workers who are 
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seeking to leave poorly remunerated jobs in agriculture and artisan- 
type activities in the North, as well as the emigrants from the South. 

This is the solution of the Southern problem which is compatible 
with bringing national income close to the maximum possible 
level, and with building up in the South a substantial amount of 
industry which, whether it is public or private, can stand on its 
own feet. Essentially this solution corresponds to what has been 
called the “ Northernist” view. I leave it to the reader to judge 
whether it is inimical to the interests of the South. 


(2) The second way, and the one favoured by the “ Southernist ” 
view, is that of “ forcing” the growth of Southern industry beyond 
the pace allowed by the natural market growth factor. This may 
be accomplished either through subsidies (larger than those given 
so far) to private industry in the South or by the establishment 
of State enterprise, also presumably dependent on subsidisation, in 
combination perhaps with the subsidisation of Southern agriculture. 


All these forms of subsidisation must, of course, be paid for by 
the North. 


(3) A third possibility is to try to achieve only the “ minor” 
aim in the “short period”, and to wait for the “ major” aim to 
be reached in the “long period”, as the result here again of a 
“natural” process. The latter would in this case be due to the 
first two of the three factors mentioned under (1) above, without 
the aid of the third, and would hence be slower in its effect. 

It has been suggested in private circles that the necessity of 
subsidising Southern industry on a larger scale than hitherto ought 
to be openly recognized and accepted as a means of reaching a 
speedy solution while at the same time avoiding what is called 
“ mass emigration”. This line has not so far been explicitly taken 
officially, although we cannot, of course, know how far it is implied 
in the statement that public enterprise (in the form of the aziende 
a partecipazione statale) can play a special role in the South by 
virtue of the freedom which it enjoys to make a “ different valuation 
of economic advantages” than has to be made by private enter- 
prise (18). 

The amount of subsidisation required might in fact be very 
substantial for a long time ahead, say the next twenty or thirty 
years. It would, that is to say, continue high until the “ long- 


(18) Cf. the speech of Signor Giulio Pastore before the Senate, May 10, 1961. 
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period natural solution” eventually came into play. (I am here 
abstracting, however, from the tendency of subsidies, once granted, 
to stick). To the outlays on subsidies to industry (and agriculture) 
would have to be added — as further social costs to be borne by 
the collectivity — a number of items which must in all circumstances 
be met, no matter which solution of the Southern problem is 
chosen. And it is a perplexing question whether the Italian 
economy — with a national income per head that is still low by 
Western standards — can afford all of these “transfers” of 
income. It is the more perplexing if we consider that the solution 
of “ forcing” industrial development in the South will make the | 
total Italian national income lower than would the alternative | 
solution of the “ natural ” industrial development, in both parts of 
the country, which would be associated with the migration of 
part of the Southern labour force to the North. 

An important part of Southern policy is common ground 
between the various groups. Both “ Southernists” and “ Northern- 
ists ” agree as to the primary importance of one big item of public 
policy: namely, the school programme. A similar coincidence of 
views can probably be reached concerning the necessity of a second 
big item. It is that of filling the most serious gaps still existing 
in the so-called “ infrastructure” of industry (as, for examole, in 
the transport and communications sectors) without, however, 
engaging in premature construction work for which the need and 
the appropriate location will manifest itself not in advance of, but 
only contemporaneously with, industrialization and the re-shaping 
of agriculture. About the necessity of a third item of public 
intervention there is probably also a fair measure of agreement: 
various forms of social assistance may be required to facilitate the 
necessary labour shifts, and to attenuate some of their social effects. 

These three items may be regarded as constituting a minimum 
programme of government intervention in the South. Even this 
minimum programme is, however, a substantial one. Even the 
“Northernist ” view, in other words, allows for a wide measure 


of public aid to the South. 


13. Summary 


In this article I have discussed one element, namely the lack 
in the South of Italy of a large enough market for industrial 
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produce, which has up to now, I believe, been a missing link 
in the chain of aids and incentives to the process of industrialization 
and income growth in that area. Government intervention can 
supply this link only at the cost of subsidising Southern industry 
(and/or agriculture) on an increased scale. I have pointed, on the 
other hand, to the role which heavier emigration of labour from 
the South to the North of Italy can play in helping to supply it 
without the subsidisation of Southern industry. Certain “ social ” 
costs are involved: but these are not all peculiar to this solution of the 
Southern problem as opposed to others. This “ natural” solution 
can also be a quick one, provided conditions are favourable to the 
rapid expansion of industry in the North, with the better opportu- 
nities which that area enjoys compared with the South for exploiting 
export markets. 

As thus seen the Southern problem merges with Italy’s general 
economic problem at the national level. A quick approach to full 
employment of her labour force — implying the creation of new 
jobs for the millions of under-employed workers and not merely 
for the much smaller numbers of the unemployed — depends on 
Italy’s maintaining, over the next ten years or so, an exceptionally 
high rate of expansion of industrial output and exports. In the 
early post-war years it was legitimate to regard the shortage of 
capital as setting the limit to the pace of this expansion. During the 
last few years, however, capital has clearly ceased to be the immediate 
limiting factor. The pace is at present high in absolute terms. 
It is, nevertheless, below what would be allowed by the now more 
elastic capital supply, foreign and domestic. The many other 
factors which affect it are, however, a subject which falls outside 
the scope of this article. 


Zurich, July-August 1961 Vera Lutz 
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Foreign Aid - The Soft Option 


1. — To question the merits of foreign aid as an instrument 
for the development of backward countries may seem perverse, 
especially when the West’s aid programmes (financial help from 
government to government) are already running at {£2,000 million 
a year, or more. To many people, politicians, academics and 
business men, the overriding question is how the West can increase 
this help still further. All the signs, especially President Kennedy’s 
special message to Congress in March 1961, and the addresses at 
the World Bank Conference in Vienna in September 1961, suggest 
that it will be increased. But it is precisely at a time like this 
when the West’s foreign aid programme is beginning to acquire 
a momentum of its own, that the assumptions behind this massive 
gesture of generosity most need questioning. It is often taken 
for granted that the exigencies of power politics lie behind the 
introduction and continuation of foreign aid. This may explain, 
perhaps, why neither the economic results nor their far-reaching 
political implications have been sufficiently analysed or questioned. 
But the experience of more than a decade of foreign aid suggests 
that the present forms of providing aid lead to the worst of both 
worlds for both donors and recipients. 

This article therefore examines a number of issues which 
need closer examination than they have so far received. First, 
pre-occupation with foreign aid has obscured the deep seated factors 
beneath the differences in the prosperity and progress of rich 
and poor countries and it has also diverted attention from the 
need for much more radical policies in both advanced and back- 
ward countries. These radical policies are as yet barely formulated, 
partly because under the shelter of foreign aid, the comfortable 
illusion has spread that economic development is possible without 
cultural change in the backward countries, and without structural 
change in the advanced countries. It is in this sense that foreign 
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aid is a soft option, both for donor and recipient governments. This 
is a fundamental criticism, and this article is in part a plea for 
policies less resistant to change, less wedded to the status quo. 
Second, foreign aid also leads to an ineffective use of the 
world’s supplies of capital. Third, foreign aid promotes con- 
centration of power both in the rich and the poor countries, 
which is objectionable in many ways, not least because it obstructs 
economic advance. Apart from these topics we also refer briefly 
to some other ways to encourage economic development in the 
backward countries; the value of this objective is not in dispute. 


2. — As the chosen instrument of Western development policy, 
foreign aid has become a soft option for both recipient and donor 
governments. To continue to rely on it extensively is likely to be 
ineffective and costly compared with other methods, and is even 
likely to hold back material progress in the backward countries. 

For obvious political reasons discussions about foreign aid 
usually suggest, explicitly or by clear implication, that development 
is largely a matter of investment; that differences in income 
between rich and poor countries largely reflect differences in 
capital per head; and that these differences can and should be 
reduced or eliminated by large scale transfers of money. These 
transfers, it is said, need only be temporary because within a few 
years they will set the underdeveloped world firmly along the 
road of material progress. These beliefs now need questioning. 
On examination they will be found to encourage waste, reinforce 
dangerous illusions, obscure essential factors behind the differences 
in economic attainment and divert attention from the problems 
and tasks of development which really matter. 

Differences in economic achievement and rates of progress 
between countries, especially rich and poor countries, reflect dif- 
ferences in history, in natural resources including climate, in political 
institutions, in social attitudes and in economic qualities of the 
population such as resourcefulness, ability to perceive and exploit 
economic opportunity and the attitude to work, leisure and thrift. 
There is nothing abnormal or reprehensible in these differences. 
Nor is there any inherent right which ensures that all countries 
should enjoy approximately equal incomes per head, or should be 
caught up simultaneously in the stream of material advance. 
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The physical, institutional and human factors behind these 
differentes are powerful and deep seated. Some are unavoidable. 
For instance, the climate and physical features of the tropics partly 
explain why all tropical countries are economically underdeveloped 
and almost all backward economies are within the tropics. In many 
underdeveloped countries, especially India and the Moslem world, 
there are also tenacious and pervasive mental attitudes obstructing 
material progress. Familiar examples include the Hindu belief in 
the inviolability of animal life and the prevalence of caste, both of 
which have persisted across millenia and are still powerful over 
most of the country. 

Differences in economic qualities of different ethnic groups, 
a topic rarely admitted to public discussion, are also extremely 
important. It would be unwise to be dogmatic about the historical 
and biological factors behind ethnic differences in economic perfor- 
mance. These differences (some of which are almost certainly 
derived from climate and environment) are probably not fixed for 
all time. But at any moment and over decades or even centuries, 
the differences in economic qualities and attitudes of individuals 
and groups are pronounced and important. This can be seen in 
many underdeveloped countries. The Chinese in Malaya, the 
Indians in East Africa, the Lebanese in West Africa, usually 
immigrants without capital or much formal education, have soon 
outdistanced the indigenous population, and the special conditions 
of migration do not account entirely for these striking differences 
in performance. 

These differences between rich and poor countries have not 
emerged in recent decades or even centuries. The present developed 
world was already far ahead of the underdeveloped world by the 
time conventionally assigned to the industrial revolution. By the 
18th century, Western Europe was largely permeated by the 
exchange economy, and had developed attitudes and institutions 
appropriate to it. By then there had been for centuries great 
trading and industrial centres in Western Europe; for centuries 
voyages of discovery had been going on, with considerable long 
distance travel, almost wholly from Western Europe and North 
America to the East, with practically no movement the other way. 
Sophisticated mathematical concepts and technically advanced scien- 
tific instruments had been in use for generations. These develop- 
ments and achievements sprang from the experimental attitude, 
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intellectual curiosity and interest in the material world, which 
was at large throughout Europe for centuries before the industrial 
revolution. 

None of the now developed countries made their way with 
the help of foreign aid, and it is naive to believe that the transfer 
of money can somehow bridge the profound differences between 
the advanced and the backward countries in economic qualities, 
social attitudes and physical conditions. The largest imaginable 
transfers could not achieve this; and the aid programmes of today, 
vast as they are, represent only comparatively small amounts per 
head of the population in the receiving countries. 

Much of the enthusiasm for foreign aid seems to rest on the 
convenient assumption that it is possible to have economic develop- 
ment in poor countries without cultural change. Development is 
thought to depend largely on how much a country can invest, 
rather than on the economic qualities of its people, its social 
institutions and attitudes and its physical environment. 

This approach has led to striking paradoxes, most of which 
are ignored in public discussion. India, the most populous country 
outside China and the largest recipient of Western foreign aid, 
offers perhaps the best illustration. It has been recognized for 
generations that the Hindu belief in the sanctity of animal life, 
especially in that of cattle, is a major obstacle to economic progress 
in India. Yet within the last decade, legislation prohibiting the 
killing of cattle has been introduced in six major Indian states 
which cover about half the population of India. The legislation 
in Uttar Pradesh, the largest Indian state with a population of 
about 80 million, absolutely prohibits the slaughter of any cow, 
and “ cow includes a bull, bullock, heifer, or calf”. This legislation 
coincided with the official inception of the Second Five Year Plan 
with its overwhelming emphasis on steel and heavy engineering. 

Caste has not received statutory reinforcement in India, but 
government efforts to break it down have been half-hearted and 
the results meagre. Moreover, important parts of government policy 
(such as extensive licensing of trading and transport and restrictions 
on the movement of agricultural produce), obstruct occupational 
and geographical mobility, and in this way retard the disintegra- 
tion of caste. There are still over 60 million untouchables in India, 
most of the population is illiterate, and a large proportion of the 
children do not attend even the most rudimentary schools, Yet 
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spending on elementary education under the Second Five Year Plan 
was about one half of the cost of any one of the three steel plants 
in the public sector under the Plan. Though India is the most 
striking example of an attempt to produce economic progress without 
cultural change, similar attempts may be found throughout the 
underdeveloped world. 

The backward countries’ reluctance to make cultural changes 
is matched by the reluctance of advanced countries to make the 
structural changes which would assist economic progress in the 
underdeveloped world. The severe restrictions in the West on 
exports from underdeveloped countries substantially damage their 
prospects. The quotas imposed by America, Britain and other 
developed countries on textile exports from Hong Kong, India and 
Pakistan are familiar. 

At first sight it seems paradoxical that the rich countries 
should give large sums in aid to poor countries while placing 
major obstacles in the way of their exports and thus their develop- 
ment. But foreign aid is provided from general taxation, while 
free imports hurt vocal and well-organized sectional interests. To 
take in a large volume of imports of textiles or cheap clothing 
or footwear from underdeveloped countries would require changes 
in the structure of industry in the developed countries which they 
are not prepared to face. Foreign aid becomes a form of conscience 
money, and is unlikely to help the recipients more than is usually 
the case with such payments. Foreign aid also serves the interests 
of influential groups in donor countries seeking a market for their 
products, including producers of capital goods for the large scale 
projects financed from foreign aid, and U.S. Government and 
agricultural interests wishing to get rid of the huge agricultural 
surpluses. This is an example of the familiar rule that benefits 
to sectional interests are obvious, while the cost to the community 
is obscured. 

The inauspicious nature of the human and social setting in 
underdeveloped countries for material progress is generally ignored 
by the advocates of foreign aid, and to emphasize it is unpopular. 
Nevertheless, discussions on foreign aid which overlook the need 
for more radical changes in both rich and poor countries are 
unhelpful. Poor countries will not progress without far reaching 
changes in their social and physical environment and their attitudes 
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and values, and this must be accompanied by structural changes 
in developed countries. Political charity is no substitute for these 
changes and contributes insignificantly to the progress of the 
underdeveloped world. Once the premise is accepted that substantial 
foreign aid is a necessary and perhaps a sufficient condition for 
the development of poor countries then either progress or stagnation 
of these countries can be used as an argument for further aid; 
their progress can be instanced to show the value of aid and their 
stagnation the need for it. Moreover, once the West has made 
substantial sacrifices for foreign aid it becomes practically impossible 
to cast doubt on the worthwhileness of these programmes. The 
greater the sacrifices, the more difficult it becomes to question the 
principles in the name of which they were exacted. There need 
be practically no limit to this process; the West is effectively making 
out a blank cheque to the backward countries. 

Meanwhile, the flow of foreign aid itself helps local politicians 
to postpone those changes which obstruct the development of 
their countries, and enables politicians in the richer countries to 
escape the structural changes which would follow the freer entry 
of exports from poorer countries. 


3. — Pre-occupation with foreign aid as an instrument for 
developing poor countries has led to the ineffective use of the 
world’s scarce supplies of capital. This has arisen for economic, 
political and ideological reasons. 

The return on capital is now generally higher in rich than 
in poor countries, so that to transfer it from the former to the 
latter reduces its total return, and in this sense leads to its less 
effective use. The productivity of capital in rich countries is higher 
because industrial techniques are more advanced, technical progress 
more rapid, and because: there are relatively more skilled workers, 
technicians and administrators in rich countries. Moreover, under 
foreign aid there is practically no contact between those who supply 
capital and those who use it. The concern of the supplier of 
capital for its prospective return and his control over its use are 
usually major factors ensuring its efficient use. This concern and 
control are difficult to exercise, or-even to define, with foreign aid. 
Inter-government transfers of large lumps of money cannot be 
adjusted to supply and demand conditions as closely as individual 
acts of investment, which makes the use of capital less effective. 
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The fact that aid is usually given free, and always below the 
market price of capital, reinforces these results. 

The prevailing investment fetish, that is, the belief that develop- 
ment depends largely on investment expenditure, is another reason 
resulting in an inefficient use of capital. This unwarranted belief 
has been built up from a variety of sources, some of which are 
ideological and political. The definition of investment is largely 
arbitrary, and expenditure certainly does not become productive 
simply by being labelled investment. By spuriously justifying all 
expenditure termed investment it encourages spending regardless 
of cost. It also provides superficial justification for a wide range 
of controls on the ground that they are required to promote 
investment. The idea that development depends essentially on 
investment leads to a neglect of other factors affecting development, 
including the establishment of suitable institutions and the encoura- 
gement of appropriate economic qualities and attitudes. Politically, 
foreign aid encourages governments in backward countries to ignore 
or even repress alternative sources of capital. For instance, it is 
foolish and unpatriotic to pay market terms for foreign capital, 
if that can be obtained elsewhere more cheaply or for nothing. 
The inadequate flow of private foreign investment can then be 
represented as a major reason for the need for further foreign 
aid, that is, if foreign private capital investment is still allowed. 
It is one of the many paradoxes in this field that most poor countries 
which request and receive capital in the form of foreign aid 
severely restrict the inflow and operation of foreign private capital, 
partly for ideological reasons, and partly under pressure from local 
sectional interests wishing to restrict competition. But for the flow 
of foreign aid the local politicians would have to be more reluctant 
to impose such restrictions. 

These considerations suggest that on a strictly economic view 
poor countries would be better off if the capital now going to 
foreign aid were used in rich countries, and the return simply 
handed over to the poor countries as a free gift. 


4. — Foreign aid leads to a concentration of power in both 
donor and recipient countries, especially the latter. It is financed 
by taxing the individuals and companies in the giving country in 
order to transfer money capital to the governments of the receiving 
country. This increases the resources of governments, compared 
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to those of the private sector. And as already noted it encourages 
governments to restrict private foreign capital, thus further streng- 
thening the public sector and weakening the private sector. 

Both the inflow of private foreign capital and the supply of 
domestic capital are affected. For instance, West African countries 
have received aid from abroad while their governments subjected 
local producers of cash crops to phenomenal taxation for compulsory 
saving. This has not only obstructed private capital formation, but 
has also held back the spread of the exchange economy and the 
emergence and growth of a local entrepreneurial class and of a 
prosperous peasantry; it was even claimed for these policies that 
they had prevented the emergence of a kulak class. Much of this 
taxation was used first to accumulate sterling balances and, more 
recently, to finance officially sponsored uneconomic ventures. Such 
policies are encouraged by foreign aid. 

These results should not come as a surprise since they are in 
line with the policies now urged on underdeveloped countries by 
the West. In allocating aid those governments receive preference 
which undertake comprehensive development planning, i.e. a large 
measure of government determination of the composition and 
direction of economic actvity. This criterion in the allocation of 
aid already overates widely, and has been svelt out quite clearly 
in President Kennedy’s special message to Congress of March 1961, 
which specifies comprehensive development planning and com- 
pulsory saving as two conditions of a country’s eligibility for aid. 
Closely controlled and highly centralized economic systems must 
follow from such conditions. 

Once a tendency towards concentration of political power sets 
in it often feeds on itself and becomes difficult to reverse. Controls 
often set uv important political, administrative and economic vested 
interests. Moreover, in. an economy largely administered or con- 
trolled by the government, the energies of ambitious and enterpris- 
ing men will be diverted from the economic into the political 
life. The lack of the best talent in industry then becomes a further 
argument for the extension of government control over the economy. 
At the same time investment is diverted into acts of political 
showmanship and away from investment of a more productive 
character. 

The operation of these forces is manifest in poor countries. 
But in the richer countries also the operation of foreign aid leads 
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to the concentration of political power. The financing of aid 
increases the pressures on the economy, requires the imposition of 
additional taxation and thus makes the imposition or re-imposition 
of direct controls including exchange controls more likely. These 
tendencies are reinforced by the constant emphasis on the need 
for greater sacrifices and on the alleged inadequacy of current 
efforts in the granting of foreign aid. Thus in both the donor 
and the recipient countries foreign aid tends to enhance the extent 
and intensity of government controls and the concentration of 
political power. This danger is all the more serious because, as we 
have already noted, whether the recipient countries progress or 
stagnate, either condition can be used with superficial plausibility 
as an argument for further aid. 


5- — These criticisms of foreign aid, that it resists change, 
misuses capital, and encourages the concentration of power — must 
naturally make one wonder why the policy of foreign aid has 
been accepted so universally. Besides the influence of sectional 
interests, some of which have been mentioned earlier, support for 
foreign aid has come from a number of political, social and 
economic arguments. We refer briefly to a political argument in 
the last section. Here we wish to consider only one of the social 
and economic arguments which is, however, much the most 
influential. 

The inability of poor countries to break the vicious circle of 
poverty and stagnation without foreign aid, is perhaps the most 
widely canvassed argument in its favour. According to this thesis, 
it is poverty itself which makes material progress impossible in 
these countries, because the low level of incomes prevents capital 
formation without which productivity and thus incomes cannot 
be raised. There are many variants on this thesis, but all lead to 
the conclusion that a country is poor because it is poor; that is, 
that poverty itself sets up practically impossible obstacles to its own 
conquest. The case for foreign aid is that it breaks this vicious 
circle. 

Even a superficial look at the history of either developed or 
underdeveloped countries is sufficient to see that this thesis is 
inadequate. The very existence of the developed countries refutes 
it, for the simple reason that all of these began as underdeveloped, 
in the sense of having low income and capital per head, which, 
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according to this thesis should have prevented their development. 
More generally, it is refuted by the rise from poverty to prosperity 
of innumerable groups and individuals throughout the under- 
developed world, which would be impossible if an insuperable 
vicious circle of poverty really existed. 

The thesis is also refuted by the rapid progress which many 
countries have actually achieved in recent decades. This progress 
seems everywhere to have been ignored. A few examples to 
illustrate how much rapid advance has taken place in underdeveloped 
countries in recent decades may therefore be useful. 

Between the mid-nineteen thirties and the mid-nineteen fifties 
the average gross national product of Latin America has increased 
at an annual rate of about 4°/, and output per head at over 2°%. 
In recent years these rates of growth have exceeded the comparable 
rate of growth in the United States. South-East Asia and West 
Africa are other regions which have developed very rapidly in 
the last half century or so. This is clear from sporadic national 
income figures, which however do not go back very far. It is 
overwhelmingly proved by statistics of foreign trade, agricultural 
production, railway transport, government revenue, literacy, infant 
mortality, and similar information. After all, in the 1890s there 
were no exports of cocoa or groundnuts or cotton from Nigeria 
or Ghana, and exports of oil palm produce were about a tenth 
of their present volume. The rubber industry of South-East Asia 
did not exist before 1900. Today these commodities are leading 
staples of world commerce with annual exports worth many 
hundred million pounds. Moreover West African agricultural 
exports are produced wholly by Africans as there are no European 
owned farm plantations there and about two-thirds of South-East 
Asian rubber is grown on non-European owned properties. At the 
beginning of the century there were no imports, or negligible 
imports, into these territories of flour, sugar, cigarettes, cement, 
petroleum products, machinery, or iron or steel, whereas today 
these commodities are imported on an impressive scale. 

In many ways the progress of Hong Kong is of special interest. 
Hong Kong has made rapid progress in recent years to become 
a major manufacturing centre. But it lacks all natural resources, 
is subject to heavy population pressure, and has only a very 
restricted domestic market — all features which are often said 
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to reinforce the vicious circle of poverty. Yet in spite of all 
disadvantages, and without any foreign aid, Hong Kong has in 
recent years become a large scale exporter of manufactured products 
to the highly developed countries. Indeed, it has made such 
headway that official measures have had to be taken in many 
countries in the West, including Great Britain, to protect home 
industries from Hong Kong competition. 

Although the underdeveloped countries are by definition poor, 
poverty may exist side by side with even rapid advance, if this has 
started only comparatively recently and from a very low level. 
Much of the discussion of the so-called vicious circle of poverty 
rests on a confusion between a low level of economic achievement 
and a zero rate of change. It is clearly improper to confuse 
these two. 


6. — There are other ways in which the West could help 
underdeveloped economies apart from foreign aid. The most 
obvious and immediate one is to reduce the barriers against their 
exports. The West spends huge sums on foreign aid to develop 
Asian, African and Latin American economies and then excludes 
their exports by tariffs or quotas. This clearly shows that foreign 
aid is a soft option for the West, enabling it to side-step economic 
policies which although likely to be much more effective in 
assisting these countries, would be politically more unpopular than 
the additional taxation required to finance foreign aid. To politi- 
cians, businessmen and organized labour, aid is preferable to trade. 

A further possible method to assist poor countries has some 
affinity with foreign aid. This would be a much more systematic 
attempt than hitherto to make available to underdeveloped countries 
some of the vast fund of technological and administrative know- 
ledge accumulated in the West. The existence in the contemporary 
world of these fruits of material progress achieved in the developed 
countries but available to underdeveloped countries is an important 
latent asset. In this respect the poor countries are certainly better 
off than were the advanced countries in earlier stages of their 
history. Naturally, the transplanting of this accumulated knowledge 
is enormously difficult, and would require far reaching changes 
in attitudes and values in underdeveloped countries. But it might 
do much more good than simple transfers of money. 


4 
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Policies designed to reduce economic instability in the industrial 
countries also help the backward countries by reducing the fluc- 
tuations in the prices of the primary products which they export. 

This article, however, is primarily a discussion of foreign aid, 
and it would be inappropriate to discuss at length these alternatives. 
We wish only to establish that there are other ways than foreign 
aid by which the underdeveloped world can be assisted. 


7. — Whatever one may think of the merits of foreign aid 
as a general policy, or of the arguments canvassed in its favour, 
it is certain that in the absence of war foreign aid will continue 
on a substantial scale. The useful question to put, therefore, is 
how it could be transformed to serve more effectively the interests 
of donors and recipients. Some essential characteristics of foreign 
aid, often ignored in public discussion, need to be briefly listed, 
before we can see how this may be done. 

First, foreign aid is financed from taxation, which removes 
from it the moral appeal of voluntary aid or private charity. The 
recipients of foreign aid cannot usually reason out this difference 
between foreign aid and voluntary aid, but they generally and 
rightly sense it. They therefore suspect statements that foreign 
aid is primarily motivated by humanitarian sentiment, and this 
mistrust often leads them to attribute improper and even sinister 
designs to the donors. 

Second, the popular analogy between foreign aid and pro- 
gressive taxation within a country is false. To mention only one 
fundamental difference, the latter is intended to bring about 
redistribution between rich and poor families and individuals, but 
this is impossible under foreign aid because many people in the 
recipient countries are richer than many tax payers in the donor 
countries. 

Third, foreign aid is always necessarily rationed. It represents 
scarce resources collected from tax payers in the West and trans- 
ferred to recipient governments either free, or at less than market 
value, which means that the demand always exceeds the available 
supplies. These resources are urgently required throughout the 
world, and they can be used productively in both rich and poor 
countries. The latter necessarily compete between themselves for 
these resources as all their demands cannot be met; aid given to 
one country is aid denied to another. 
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Fourth, foreign aid necessarily affects the political situation in 
the recipient countries. It strengthens the position of the recipient 
government and thereby underpins whatever policies it pursues. 
Moreover, by increasing the resources of the government it enlarges 
the relative size of the public sector. Further it may induce 
governments of prospective recipients to pursue domestic policies 
acceptable to the donors. But in any event, by strengthening the 
position of the recipient government, the donor country is neces- 
sarily drawn into the political life of the recipient country. 

Recognition of these simple points is the starting point for 
any discussion of a rational policy for foreign aid, notably of the 
criteria of its allocation. 


8. — Because aid is money supplied by the taxpayers of the 
donor countries, it is reasonable that it should serve the interests 
of the donor country. Nor need this conflict with the interests of 
the people in the recipient country, rather the reverse. The interest 
of the West in the development of the backward countries surely 
lies in the evolution and establishment of societies most likely to 
conduce to the welfare, that is the peace and prosperity, of the 
populations of the donor countries. Moreover, this interest is most 
likely to be secured by the development of societies which achieve 
economic advance in the sense of a general rise in living standards; 
and, further, which are likely to be resistant to the appeal of 
totalitarian regimes. 

Such societies would generally exhibit the following characte- 
ristics: the economy is developing; people have wide access to 
alternatives both as consumers and as producers; decision-making 
is decentralized and widely dispersed; the power of individuals 
over others is limited; people do not experience violent and 
discontinuous disintegration of their communities; large numbers 
of people own some property. And economic advance, if it is to 
be meaningful, must mean an increase in the net flow of goods 
and services desired by the population, and not simply an increase 
in the volume of some categories of physical output, regardless of 
the desires of the individuals comprising the society. 

The establishment and maintenance of a society resistant to 
the appeal of totalitarianism, and the promotion of economic 
advance in the sense just indicated call for economic systems in 
which decisions about the composition of the national output, includ- 
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ing those affecting the distribution of resources between consumption 
and investment, are taken largely by the individuals participating 
in economic life. 

Neither economic advance nor the emergence of societies with 
these desirable characteristics depends solely on government action. 
But they do assume that the government can efficiently perform 
a wide range of complex and delicate tasks, and yet will refrain 
from detailed and specific control over economic activity. Thus, 
it requires both action and also restraint on the part of the 
government, that is, a willingness and ability to undertake certain 
functions, and the strength to refrain from certain other activities. 

The more important of these positive functions are familiar, 
though their adequate performance cannot, unfortunately, be taken 
for granted. They include: promotion of a suitable institutional 
framework for the activities of individuals; maintenance of law 
and order; effective management of the monetary and fiscal system 
designed to prevent both serious fluctuations in the value of money 
and crises in external payments; provision of basic health and 
education services; establishment of basic communications; and often 
also provision of agricultural extension work. These are essential 
functions which cannot be performed by individuals or companies, 
partly because they represent the establishment and adjustment of 
the institutional structure within which the private sector functions, 
and partly because some of these activities yield services which, 
although there may be a demand for them, cannot be bought and 
sold in the market. The adequate performance of these tasks 
would fully stretch the fiscal and administrative resources of the 
governments of all underdeveloped countries. 

Conversely, the activities and policies most likely to undermine 
a society’s ability to resist the appeal of totalitarian regimes (and 
equally to obstruct the advance of mass living standards), include 
government determination of the direction and composition of 
economic activity, including large scale compulsory saving; sub- 
stantial government participation in industry and trade; the promo- 
tion of statutory monopolies; expropriation or quasi-expropriation 
of private property; restrictive control of the establishment and 
operation of privately owned enterprise; and allocation of capital, 
foreign exchange and materials. 

In the allocation of foreign aid, the West necessarily chooses 
between governments pursuing policies which differ widely in their 
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effects in the promotion of a rise in general living standards and 
the development of a free and open society. 


g. — That the West must choose between countries in allocat- 
ing aid is inevitable. The amount of aid is limited, the claims on 
it are many. Aid is always rationed. 

The question is how to design an aid programme which would 
be most likely both to improve living standards and encourage free 
and open societies in the backward countries. It will readily be 
seen that this is no easy task, especially if it is agreed that foreign 
aid of itself leads to an increase in the public sector and in various 
ways strengthens the power of governments. 

Nevertheless it should be possible to devise a programme which 
might minimize these particular results, and in doing so the 
various criteria listed in the previous section should be borne in 
mind. For instance, the amount of aid could be made to depend 
on the determination of the government to pursue policies com- 
patible with the objective laid down in the previous section, i.e. 
the raising of general living standards and the strengthening of 
the country’s resistance to totalitarianism. We do not wish to 
pursue the question here whether this criterion should be stated 
explicitly or allowed to emerge from the operation of the pro- 
gramme. 

We must consider two obvious objections. It will still be said 
that a policy along these lines would be a deliberate and improper 
attempt to influence the internal economic policy of the recipients. 
But we have seen that all types of aid necessarily impinge on the 
internal policy of the recipient countries, which refutes this objec- 
tion. Moreover as aid is rationed, the donor countries are already 
inevitably making choices between countries, and therefore neces- 
sarily concerned with the use of the funds supplied under foreign 
aid, and thus with the policies of the recipients. The only question 
at issue is the orientation of the influence. President Kennedy in 
his recent message on foreign aid to Congress explicitly proposed 
that foreign aid should be linked to the domestic policies of the 
recipients, though the domestic policies of poor countries favoured 
by President Kennedy differ considerably from those proposed here. 
A policy based on the suggestions already outlined would not 
interfere in domestic affairs more than do current aid programmes, 
and would probably interfere less. It would certainly impinge less 
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directly on the lives of the people than those policies which 
specifically link western aid to current economic policies in poor 
countries, or those policies and proposals which link foreign aid 
to comprehensive development planning by the recipient govern- 
ments, or to other policies designed to establish or extend close 
government control over the economy. No aid programme can 
fail to influence internal policy; the question at issue is solely the 
direction in which the influence is exercised. 

Second, it may be objected that if the West were not prepared 
to give economic aid without regard to the domestic policies of the 
recipient countries, the Soviet Union would be prepared to do so 
and thus influence the recipients against the West. The implication 
is that the West cannot afford in any circumstances to withhold 
aid, but must give aid even when it is clear that the resources 
will be used wastefully or in ways inimical to Western interests. 
There might be something in this odd line of reasoning if resources 
for aid were unlimited. But they are not. Aid granted to one 
country is aid denied to another which might be more sympathetic 
to guidance from the West; alternatively, of course, the resources 
might have been used to strengthen the Western economies. 
Moreover the Soviet Union is not likely to give aid unless it either 
approved of the political results of the policies pursued by the 
receiving countries, or believed that its aid would influence policies 
the way it wanted. There are, therefore, implicit but clear criteria 
underlying Soviet aid to underdeveloped countries. There is no 
reason why the West should not pay some attention to the political 
consequence of its aid programmes. 


London P. T. Bauer - J. B. Woop 








Finance for Exports: United States Policies 
and Institutions 


1. The background of export finance in the United States 


The development of present-day export credit guarantees and 
financing facilities in the United States provides an apt illustration 
of the problems which are met when trying to pour new wine in 
old bottles, that is to adapt existing institutions to the requirements 
of a changing situation. 

The establishment in 1934 of the principal United States agency 
in the field of international finance, the Export-Import Bank of 
Washington, cannot be understood except against the background 
of the great depression of the "thirties. The Government’s maior 
concern at that time was to stimulate business, and it was thought 
that the export sector could make a valuable contribution provided 
foreign purchases were encouraged by generous credit facilities. 

The post-war activity of the Export-Import Bank deve'oned 
against a radically different background, that is, the reconstruction 
and later the development needs of third countries wishing to pur- 
chase equipment from American industries working at full canec'ty 
and in a general context of shortage of exvortable goods. Under 
such circumstances, the emphasis of the lending institution was 
bound to be mainly on factors which might be defined as “political”. 
A prospective Joan was judged mainly in the light of the brow 
objectives of United States policy, but due weight was also given to 
the imovact of the development of new productive facilities abre-*4 en 
the market for imported American products as well as to the danger 
that comovetine exvort industries might be set up there with the help 
of Eximbank finance. 

It is hardly possible to overstress the importance of the snort 
which American exporters received from Eximbank lending ~broad 
in the form of project loans and of balance of payment loans. 
Project loans resulted in a multitude of new export orders for 
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American industry — since the loans were tied to purchase in the 
United States — while the development of resources abroad placed 
additional purchasing power in the hands of potential customers. 
Eximbank also extended credits to the central banks of other coun- 
tries to tide them over temporary exchange difficulties, and such 
credits prevented, or at least moderated, what might otherwise have 
been serious disruptions in the flow of American exports to such 
countries. 

The sheer volume of credit extended in these forms by the 
Export-Import Bank, running into billions of dollars, is the most 
eloquent testimony of the importance of this institution’s contribu- 
tion to American export trade: one cannot fail therefore to be struck 
by the sharpness of the criticism voiced from time to time by 
American business circles, which point to the United States’ failure to 
provide export credit facilities comparable to those in European 
countries. 

There is little doubt that, from an overall point of view this 
criticism is unfounded: the length of credit and the cost of the 
facilities made available by Eximbank to foreign importers, as well 
as the fact that American industry did not have to bear a share of 
the necessary finance and of the risks (as is the case with European 
export credits) made Eximbank credits vastly superior to any com- 
parable facilities elsewhere. Yet for the American exporter with a 
prospect of an interesting order provided the necessary finance is 
forthcoming and the appropriate arrangements can be made quickly, 
all this appears irrelevant: what interests him is merely the ready 
availability of guarantees and credit facilities for the particular 
transaction he is concerned with, and not for the United States 
export business as a whole. 

In fact, what exporters demanded was that a system which 
directly furthered certain national policy aims — and only indirectly 
the interests of the exporters — should be supplemented by facilities 
meant as a direct service to exporters and only indirectly as an 
instrument of foreign economic policy. 

In a situation characterized by the ever-increasing competitive- 
ness of European and Japanese exporters on the world market, such 
demands found the Eximbank very receptive and, as we shall see, 
steps were taken to meet them as early as 1955. However, it took 
a definite weakening of the dollar in 1959 to create fresh concern 
for the improvement of export credits, in the hope of enlisting the 
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support of the business community for an all-out export drive. It 
was at this time that facilities of the type most current in Europe 
for guaranteeing and financing export credits were offered to 
American exporters or, if these facilities already existed, they were 
streamlined to enhance their efficiency. 

One obstacle still had to be eliminated, and it was a serious 
one, since it concerned the attitude of the Bank in the processing 
of credit applications. 

The type of business — large project loans — mainly transacted 
by the Bank called for a close study of the economic situation of 
the borrowing country and of the impact of the project on that 
situation, and also for a careful analysis of the financial statements 
of the firms involved. Such an approach, in the more “commercial” 
field of export finance proper, had to be replaced by the simpler 
system of relying on credit experience and on credit reports con- 
cerning prospective foreign buyers, if an answer was to be given 
in a matter of a few days at the most, as is usually the case. Such 
a shift in procedure is at present under way, and it is no exaggera- 
tion to say that once it is completed, the picture of the export credit 
field in the United States will be radically different. In fact, the 
combined availability of a wide set of guarantees, as well as of credit 
facilities, obtainable over the whole country thanks to the close 
co-operation to be established between commercial banks, insurance 
companies and the Export-Import Bank, will offer American ex- 
porters a variety of financial facilities at once more complete and 
cheaper than those currently enjoyed by their competitors anywhere 
in the world. 


2. The Export-Import Bank: structure and organization 


After this thumbnail sketch of the general development of export 
finance in the United States, we may now turn to the work of the 
agency which is by far the most important instrument in this field. 
It may seem that we are thus neglecting the tremendous impact of 
the finance provided by the International Cooperation Administration 
and its predecessors — estimated to have resulted in over $13 billion 
worth of American exports since 1948 — or the role played more 
recently by the Development Loan Fund, which, particularly after 
the policy decision of September 1959 tying this agency’s credits to 
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the purchase of American goods, has led to very substantial addi- 
tional business for United States exporters. 

In fact, this apparent neglect is simply due to the fact that this 
study is focused on guarantees and credit facilities available directly 
to exporters for the finance of their overseas business and not on 
the more general problem of the financing of a country’s foreign 
trade. For this reason, no further mention will be made of what 
has been so far the most important aspect of the Export-Import 
Bank’s activity, involving credit authorizations in the ten-year period 
1951-60 of the order of six billion dollars. These were in respect 
of the large post-war reconstruction loans, the development loans to 
foreign governments and other organisations and the so-called 
balance of payments loans. Since disbursement is tied to payment 
for United States produced goods and services, the American exporter 
derives full benefit from these loans, the more so as he is paid cash, 
and does not have to bear a share of the risk or of the finance. 
The initiative, however, rests with the foreign borrower. Hence, 
this form of lending is in quite a different category from the one 
we are at present considering. 

As a background for the discussion of the export credit facilities 
provided in recent times by the Export-Import Bank, a brief descrip- 
tion of the structure and organisation of the Bank may be useful. 
The Export-Import Bank of Washington was established in 1924 as 
a District of Co'umbia corporation to finance trade with the Soviet 
Union; its charter was modified several times, with respect to the 
scope of its lending activities, its borrowing power and other details, 
until more radical changes were introduced by the Export-Import 
Bank Act of 1945. This Act, as amended, is still the basic text 
regulating the life of the agency. The Export-Import Bank is now 
an independent agency of the United States and is managed by 
a Board of five Directors appointed by the President and assisted 
by an Advisory Committee of nine members which the Board of 
Directors itself appoints and which represent “the interests of pro- 
duction, commerce, finance, agriculture and labor ”. 

The capital stock of the Bank amounts to $1 billion, subscribed 
by the United States. The resources of the Bank are obtained through 
the purchase by the Treasury of its notes, debentures, bonds or other 
obligations up to a ceiling of $6 billion. Such obligations are issued 
on conditions agreed between the Board of Directors and the Tre- 
asury, the only explicit stipulation in the law being that the rate 
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of interest will be determined “by the Secretary of the Treasury 
taking into consideration the current average rate on outstanding 
market obligations of the United States as of the last day of the 
month preceding the issuance of the obligations of the Bank ”. 

A limit is imposed on the total amount of loans and guarantees 
that the Bank may have outstanding at any given time: such lending 
authority is at present fed at $7 billion. 


3. Early export financing facilities 


Guarantees and finance for medium-term export credits granted 
by American exporters to their foreign customers have been available 
at the Export-Import Bank since 1955, when a programme providing 
for different types of facilities gradually got under way. The 
approach chosen was different from that followed in European coun- 
tries, in that exporters could ask from the same institution for either 
a simple guarantee or non-recourse finance, which may be compared 
to a guarantee plus credit. 

The various forms of assistance made available were the fol- 
lowing: 

(a) Political risks guarantee: In cases in which the exvorter 
or his bank was prepared to provide the financing and to assume 
the commercial credit risks involved, Eximbank would issue a 
guarantee limited to the political risks, to the extent of 90% of 
the financed portion of the transaction. It was expected that the 
buyer abroad wou'd have paid at least 20°/ of the invoice value 
of the goods by the time of delivery. The risks covered under the 
heading of “political risks” concerned inconvertibility or non- 
transferability of foreign currencies; legislative or administrative 
measures resulting in the cancellation of the order or of the imnort 
licence or in the expropriation of the exported items; war, rebellion 
and civil commotion. 


(b) Comprehensive guarantee: In cases in which the exnorter 
or his bank was prepared to provide the financing but also wished 
to be protected against the possibility of insolvency or default on 
the part of the importer, Eximbank would issue a guarantee to the 
exporter or his bank covering both commercial and political risks 
to the extent of 85°/ of the financed portion of the transaction. 
The same requirement as above applied to payments before delivery. 
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Such type of cover enabled the exporter to obtain non-recourse 
finance from his bank, and in fact the willingness of Eximbank to 
grant the guarantee directly to the bank made it possible for the 
exporter not to be involved at all in the financial side of the tran- 
saction, except of course for the uncovered 15°, for which non- 
recourse finance could not normally be obtained. However, as was 
mentioned above, the exporter had also the option of turning to 
the Export-Import Bank for direct financing in one of the following 
two forms. 


(c) Exporter credits on a case-by-case basis: Where direct financ- 
ing by Eximbank was required, the bank would purchase from the 
exporter, for cash and without recourse, obligations of the buyer 
representing up to 85°/ of the financed portion of the transaction. 
Here again, 20°% of the invoiced value of the goods must have 


been paid by the buyer by the time of delivery. 


(d) Revolving credits: Once an exporter had established the 
credit standing of a foreign dealer or other customer to whom a 
number of sales were anticipated, Eximbank would agree upon a 
credit ceiling against which the exporter could carry out a series 
of sales without prior reference to the Bank in each instance. This 
facility was a simple variation of that described above, designed to 
assist exporters having adequate experience in export sales and having 
established business relations abroad. 

Going over the figures for Eximbank’s activity in the field of 
guarantees and export credits, we are struck by the very limited 
extent to which use has been made of the facilities just described. 
In the case of guarantees, the record shows that in 1955 twenty-five 
comprehensive guarantees were issued, covering a total of $8.8 mil- 
lion of export transactions, and in 1956 only two for a total of 
$259,000; after a complete blank in 1957, 1958 and 1959, two more 
comprehensive guarantees were approved in 1960. When we come 
to guarantees against political risks only, one single approval was 
granted in 1955, in the amount of $875,000. (It was subsequently 
cancelled). Only in 1960, after the reforms to be mentioned later, 
were there again transactions in this type of business, eleven opera- 
tions, to be precise. 

As for exporter credits, at the time when a general overhaul 
of the programme was being considered (early 1960), commitments 
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since 1955 had totalled only $178 million, falling from a high of 
$66 million in 1957 to 28 million in 1958 and 5.5 million in 1959. 
Under the exporter credit lines programme, which was designed 
to provide stable facilities and which was recently discontinued, the 
Bank had established lines of credit for 155 concerns involving a 
total of over $ 200 million. However, of these, 34 had been allowed 
to lapse, and 55 companies had had no export transactions approved 
by the Bank, while the total volume of the credits actually granted 
amounted to only $42 million in the course of five years. 


4. The inadequacies of the programme 


This record just cited may appear extremely modest, and requires 
a certain amount of comment. The lack of success of the medium- 
term guarantees programme is comparatively easy to explain, given 
the fact that exporters have always had the option of obtaining a 
guarantee or direct financing from Eximbank, the requirements for 
the Bank’s approval being roughly the same in both cases. Once 
an exporter had to go to the trouble of providing Eximbank with 
the necessary information, it was just as simple for him to obtain 
non-recourse financing. As has been aptly observed, “... the major 
reason for the lack of effectiveness of the guarantee program has 
been that the Eximbank normally offers guarantees only where it 
would be willing to offer direct financing in the first instance. In 
this sense, direct financing and a guarantee are equated in terms 
of Bank policy. Since Eximbank’s rates are normally lower than 
those that could be offered by commercial banks, the latter are 
normally not called on and private financing is simply not brought 
into the picture ” (1). 

Of course, it might have been otherwise if commercial banks 
had considered this an interesting field and had shown a greater 
degree of aggressiveness in seeking out new business. They could 
then, with the assistance of comprehensive guarantees from Exim- 
bank, have offered the exporter the equivalent of non-recourse financ- 
ing: in general, however, two factors have worked against this. 
In the first place, the tight money market situation has resulted in 


(1) Statement of the Machinery and Allied Products Institute before the Senate Com- 
mittee on Interstate and Foreign Commerce (Hearings of April 28 and 29, 1960, on export 
credit guarantees), U.S. Gvt. Printing Office, 1960, p. 178. 
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the banks encouraging the exporters to turn directly to the Export- 
Import Bank for financing. Secondly, commercial banks have par- 
ticipated to a significant extent in Eximbank loans in connection 
with cotton credits or development projects, where they could buy 
a part of the maturities of the loan with a “take-out” agreement 
with Eximbank. In the case of individual export credits, on the 
contrary, the volume of business involved has probably been too 
small to interest them. Even the specific initiative taken by a group 
of banking institutions to meet the need for export credit, the 
creation of the American Overseas Finance Corporation, seems not 
to have lived up to expectations. 

If the failures of the guarantee programme can thus be easily 
accounted for, the limited use by American exporters of the credit 
facilities made available to them by the Export-Import Bank is harder 
to understand without a thorough analysis of the attitude of these 
exporters in the field of medium-term credit sales and of the pro- 
cedures employed by the Bank in the administration of its facilities. 
It appears strange that the comparatively cheap facilities — say 
between 414 and 534° — of the Export-Import Bank should go 
begging while European exporters were not discouraged from engag- 
ing in medium-term export finance on a large scale by the generally 
higher cost of the credit facilities available to them. 

It must be realized that the position of American exporters on 
the world market for capital goods, at least for the first post-war 
decade, has been substantially different from that of European ex- 
porters, who had to fight their way back into many markets by 
aggressive sales techniques, including generous payment terms and 
the assumption of considerable credit risks in connection with their 
foreign customers. It seems fair to say that, for the United States 
exporters, used to payment on letter of credit terms, the idea of 
incorporating in their financial structure the substantial volume of 
medium-term credit on foreign customers that was bound to result 
from a generous recourse to Eximbank’s facilities — 15° of the 
credits granted, that is, normally 12°% of the invoice value — must 
have appeared highly unattractive. It is only quite recently that 
American exporters seem to have realized that the choice open to 
them was not between letter of credit terms and medium-term 
credits, but rather between medium-term credits and no sales at all. 

There is evidence, however, that the lack of demand for Exim- 
bank export credit facilities has also been due largely to the way 
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in which the programme has been administered, and particularly 
to the problems arising from the fact that the financing agency was 
carrying over into the new field a set of procedures which had been 
designed to meet quite different needs. This difficulty has been 
particularly acute for small loans — say under $100,000 —, which 
frequently occur in the normal run of export sales of light industrial 
equipment. To apply to small credits the same tests which are nor- 
mally required for large project loans appears a highly questionab!e 
practice even if this can be justified in principle. If the distinction 
between these two types of loan is not recognized, the cost of the 
application process and of the subsequent examination becomes 
prohibitive both for the exporter and for the Bank. Evidence has 
been offered time and again that the Export-Import Bank inas relied 
too much on balance-sheet information, whereas European agencies 
have relied more upon the credit experience of customers and have 
equipped themselves accordingly, by building up substantial files of 
credit information, This material has helped them to reduce the 
time needed for processing applications and the cost which the 
applicant has to bear. 

An analysis of the delays involved between application for, 
and action on, the loan has been provided by the Export-Import 
Bank (2). It would appear from this document that the interval 
between the moment the Bank is in possession of all the necessary 
information and the point of time when action is taken has in 
general not been excessive, varying from a few days to little over 
a month; on the other hand, considerable delays occurred between 
the date on which the application was first received and the moment 
the Export-Import Bank considered itself in possession of all relevant 
information. Additional details were actually often asked from the 
exporter after the first application had been received and business 
circles generally complained that such additional information put 
them to excessive and unjustified trouble. It must be added that, 
the Export-Import Bank having no field offices or agents outside 
Washington, contacts between the exporters and the Bank have not 
been particularly speedy and have very often lacked the personal 
element of ordinary banker-customer relationships. 


(2) Hearings of Senate Committee on Interstate and Foreign Commerce, op. cit., 
PP- 13-15- 
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Another source of complaint has been the inability to get an 
advance commitment in principle from the Eximbank on prospec- 
tive credits. Companies often demand such advance commitments 
because they realize that it would be highly expensive for them 
to complete the negotiations with the foreign customer and to 
supply all the information demanded by Eximbank if they found 
later that the business proposed was of a type Eximbank does not 
in principle agree to finance. 

This leads to a further point which has been of some im- 
portance in the past, that is, the imposition for political reasons of 
special limitations on the availability of Eximbank credits. Such 
limitations have at times affected particular countries but more often 
certain classes of transactions which Eximbank refused to finance, 
regardless of the country under consideration. By far the most 
important case was the refusal to finance equipment purchases by 
state-controlled oil monopolies abroad, a policy which has proved 
self-defeating and, as we shall see, was recently abandoned. Other 
such cases have concerned printing equipment and broadcasting 
equipment which was not financed whenever it appeared likely 
to be used for propaganda purposes in a foreign country. 

We should add a word about the insufficient use made of 
exporter credit lines. It appears that although, in mid 1960, active 
lines totalled some 180 million dollars, transactions approved, net 
of cancellations, hardly exceeded 4o million dollars. In fact, a 
majority of the companies that have established lines of credit have 
made little or no use at all of such facilities. The major problem 
appears to be “that the line of credit lends itself to use only when 
the exporter has an established distributor or customer relationship. 
Frequently the product in question is such that relationships of this 
type cannot be developed. On the other hand, even where the line 
of credit is used, it is questionable whether it actually expedites the 
processing of applications ” (3). 


5. The transition to the new systems of guarantee and finance 


The difficulties met with by exporters in the field of guarantees 
and medium-term finance have been brought time and again to 
the attention of both the legislative and the executive branch and 


(3) Statement of Machinery and Allied Products Institute, loc. cit., p. 173- 
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have been the object of careful scrutiny. Without attempting to 
summarize the lengthy debates that have taken place on this topic, 
it seems nevertheless worthwhile indicating the major steps by 
which the facilities described above have been transformed into 
the present wide-ranging system of export credit guarantees and 
finance. 

The striking feature of this process is that it shows a recurrent 
pattern: in the first stage, we see business circles complaining about 
the inadequacy of the existing facilities and managing to have 
legislation involving radical reforms introduced in Congress; in 
the second stage, we see a Senate Committee holding hearings on 
the problem and being told by the executive branch and by the 
Export-Import Bank that the problems being discussed could be 
met within the existing framework and that in fact the Export- 
Import Bank has just introduced or is about to introduce new 
facilities that make the recourse to new institutions altogether 
superfluous. 

The efforts of a study group on the problems of export finance 
led in 1955 to the introduction of a bill (S. 2256) for the establish- 
ment of a wholly Government-owned Export Credit Guarantee 
Corporation. However, by the time hearings were held by the 
Senate Committee on Banking and Currency (June 8, 1956), the 
Export-Import Bank had announced its programme of financing on 
the basis of direct exporter credit lines, and the bill was shelved. 
A similar fate befell the Fulbright bill (S. 3149): in the course of 
the hearings (February 3, 1958) the Senate Committee on Banking 
and Currency was told by Eximbank officials that their institution 
was willing and able to meet the needs of American business in 
the field of export credit guarantees, and the matter was not 
pursued further, until the rapid deterioration of the United States 
foreign trade position led to the assumption of a more positive 
attitude on the part of the executive branch. 

A subcommittee of the National Advisory Council on Interna- 
tional Monetary and Financial Problems was set up in December 
1959 to look into the question. The subcommittee, after consulting 
with Government agencies, as well as with exporters and bankers, 
and after examining the practices of other countries, came to the 
conclusion that changes in techniques should be introduced in order 
to ensure more effective use of the existing possibilities. To quote 
from the Treasury’s statement before the Senate Committee on 
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Interstate and Foreign Commerce: “We decided against recom- 
mending any new facilities in this field because we felt that our 
aim of improving our balance of payments would not be achieved 
if we provided guarantees and financing not offering reasonable 
possibilities of repayment. The only form of credit insurance pro- 
vided by other countries which we have not made available to our 
exporters in the past in any important degree is the insurance for 
short-term transactions of a maturity of less than one year. The 
subcommittee came to the conclusion that there was a great deal 
of support for an extended program covering such transactions... 
Also it has seemed to us that smaller business firms and firms 
which do not have ready access to Washington facilities would be 
greatly encouraged to make use of these new facilities if they were 
able to handle these transactions through their local banking or 
insurance institutions. For this and for other general reasons we 
recommended maximum participation by private enterprise in 
handling these new facilities” (4). 

The announcement that Eximbank was going to offer short- 
term export credit guarantees and new decentralized financing 
facilities with the co-operation of commercial banks took the sting 
out of a good deal of the criticisms expressed before that Committee. 
Nevertheless, a proposal for establishing a new comprehensive insur- 
ance programme on a private basis, but with the support of the 
United States Treasury, was put before the Committee by a study 
group organized in 1959 under the auspices of the New York 
Board of Trade, the National Coordinating Committee for Export 
Credit Guarantees. 

By that time — the spring of 1960 — Eximbank facilities were, 
on paper, practically complete except for the cover of commercial 
credit risks on short-term contracts, a problem complicated by the 
fact that two private companies were operating in the field of 
commercial credit insurance and that the introduction of Govern- 
ment facilities might have appeared as unduly interfering with 
private enterprise. Soon after the new Administration came into 
office, an expansion of export credit facilities was proposed in the 
President’s balance of payments message to Congress (February 6, 


(4) Statement of A. H. von Klemperer, Assistant to the Secretary of the Treasury, 
op. cit., p. 37. 











| 
' 
> 





-” qe 


Finance for exports: United States policies and institutions 431 


1961) with the aim of putting American exporters on an equal 
footing with those in other countries. Eximbank facilities, the 
President noted, “ were not yet adequate nor comparable to those 
offered by foreign countries, especially those offered to small and 
medium sized concerns and those offered for the financing of 
consumer goods”. The President directed the Bank to present, by 
April 1st, 1961 proposals to round off the existing facilities. 

Such proposals were duly elaborated and presented. They also 
covered the introduction of comprehensive guarantees for short-term 
credits, and procedural improvements aimed at making possible 
advance commitments and at decentralizing the existing facilities; 
and some previously existing restrictions on the cover of semi- 
finished products and consumer durable goods exports, as well as of 
equipment sales to public-owned oil companies abroad, were 
eliminated. 

A committee was also established to consult with exporters and 
commercial banks on their special needs for assistance and to develop 
with insurance companies and financial institutions, plans for 
additional participation by private organisations in export credit 
assistance. Members of the committee included representatives not 
only of Eximbank but also of the Department of the Treasury, 
the Department of Commerce, and consultants from the export 
and banking communities. 

The improvements introduced step by step in Eximbank’s faci- 
lities have by now given shape to a full-fledged system of guarantees 
and finance for credits extended by American exporters to their 
customers abroad. At the time of writing (August 1961) arrange- 
ments were still being sought, in consultations between Eximbank 
on the one side and commercial banks and insurance companies on 
the other, in order to define the appropriate conditions and proce- 
dures for mutual co-operation within the new system. It is never- 
theless possible to even give at this stage a general picture of the 
position, though some vital factors affecting the functioning of 
the system have probably not yet been finalized (5). 


(5) When this article was already in the proof-reading stage, President Kennedy 
announced (October 27, 1961) the completion of the arrangements mentioned above between 
Eximbank and the Foreign Credit Insurance Association, a voluntary unincorporated group 
of insurance companies. Legislation was also passed to give Eximbank the authority to insure 
exporters against political and credit risks up to a ceiling of $1 billion. 
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6. Guarantees for short-term export credits 


Eximbank commenced operations in a new field of export 
guarantees on May 23, 1960 by offering to cover political risks in 
short-term credit transactions (up to 180 days after delivery), On 
March 24, 1961, it was announced that cover would be extended 
to commercial credit risks with the co-operation of private insurers. 
As soon as procedural details were completed, American exporters 
would therefore have at their disposal a comprehensive system of 
all-risk guarantees in this field, as well as in the medium-term field. 

In its definition of political risks, Eximbank includes (a) incon- 
vertibility or non-transferability of foreign currencies; (b) imposition 
of law or regulation beyond the control of the exporter and the 
buyer, which prevent the delivery of the goods; (c) cancellation 
of an import licence; (d) war, hostilities, rebellion and civil com- 
motion; (e) expropriation of the exported items by the foreign 
authorities. 

As for the commercial credit risks to be covered jointly by 
Eximbank and private insurers, not only bankruptcy or insolvency 
will probably be covered, but also protracted default. In their 
ordinary business private insurers of commercial credit risks, before 
liquidating the indemnities, demand proof of the importer’s bank- 
ruptcy, which is often difficult or impossible to obtain in the case 
of a foreign customer. This fact has often been cited as the reason 
why the private facilities offered in this field have been considered 
as being of little or no use by the exporters. The cover offered in 
the new joint programme proposed by Eximbank in this respect, 
as well as the rates charged, will have to be substantially more 
favorable than those of the pre-existing private facilities if the 
system is not to remain a dead letter. 

Cover is uniformly established at 90°9/ and exporters are expect- 
ed to insure their whole turnover (except for sales to Canada and 
sales on letter of credit terms), and accordingly to pay fees on all 
their exports for a period of one year. Premiums for the cover .of 
political risks vary between 0.25°%/ for sales with credit terms not 
exceeding 30 days and 0.50°%/ for sales with credit terms between 
151 and 180 days: the rates for all-risk cover were not yet known 
at the time of writing. 

When the short-term guarantee programme was first established, 
commercial banks with foreign departments were enlisted to act as 
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agents for Eximbank under an arrangement through which the 
commercial banks would issue the political risks guarantees directly 
to exporters on behalf of Eximbank. Insurance companies engaged 
in writing export credit insurance could also be designated as 
agents for Eximbank. As has already been mentioned, negotiations 
have lately been undertaken by Eximbank with commercial banks 
and insurance companies interested in issuing guarantees on short- 
term transactions to exporters, in order to arrange for the private 
insurer to issue the comprehensive coverage now available, where- 
upon Eximbank will issue appropriate guarantees to the insurer. 
The object is of course to ensure that contracts are executed and 
put into effect without direct prior reference to Eximbank in 
Washington. The organizational form will probably be that of an 
association open to any qualified insurance company that wishes to 
become a member. The association would be responsible for the 
administration of the guarantees, and its members would initially 
assume a very substantial proportion of each commercial credit 
risk insured. Eximbank would at the start assume the remainder 
of each such risk as a co-insurer and would assume the political 
risks involved. Premiums and expenses would be borne in propor- 
tion to the interests of the various parties. 


7. Guarantees and finance for medium-term export credits 


A variety of possibilities for the guarantee and finance of 
medium-term transactions are available to the United States exporter; 
they are designed to provide a flexibility in assistance that enables 
the exporter to choose the form which best suits his particular sales 
and market conditions. The facilities available for political risk 
guarantees, comprehensive guarantees, exporter credits and exporter 
credit lines, introduced a few years back, have already been described 
above (§ 3) and have remained substantially unchanged in scope 
except for the following two points: medium-term transactions are 
now defined as those involving credit beyond 180 days and up to 
five years after delivery, except in the case of jet aircraft, where 
seven years’ credit is allowed. Also, whereas Eximbank facilities 
in the medium-term field were formerly available only for exports 
of capital goods, they have been extended in March 1961 to semi- 


finished products and consumer durable goods, provided the items 
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are sold on terms not in excess of those customary in international 
trade. 

An important new form of assistance has, on the other hand, 
been introduced by Eximbank in May, 1960, when it announced 
that it would participate in the financing of medium-term transac- 
tions in sole reliance upon the credit judgement of a commercial 
bank in the United States, according to one of the following two 
formulas: 


(a) If a commercial bank is prepared to finance for its own 
account, and without recourse on the exporter, the first three semi- 
annual installments of a credit having a final maturity not in 
excess of three years, or the first four semi-annual installments of a 
credit having a final maturity between three and five years, 
Eximbank will finance the remaining installments without parti- 
cipation of the exporter; 


(b) If the exporter and a commercial bank participate in 
each of the installments, the exporter to the extent of 12°/, of the 
invoice value of the export transaction, and the commercial bank 
to the extent of 10° of the invoice value for its own account and 
without recourse on the exporter, then Eximbank will finance 
58°%% of the invoice value, also without recourse on the exporter. 


In both cases the foreign buyer must have paid at least 20° 
of the invoice value by the time of delivery. Therefore in the first 
alternative Eximbank would carry 50 to 60°, of the credit granted, 
but its participation would be restricted to the later maturities; in 
the second alternative, Eximbank would carry 72.5°/ of the credit 
granted, but its participation would be spread evenly over all the 
maturities of the credit. 

While Eximbank is ready to accept the judgement of the 
commercial bank as régards the creditworthiness of the foreign 
buyer under this procedure, it stipulates that “transactions should 
be in markets mutually acceptable to the commercial bank and 
Eximbank, and should meet the usual requirements of Eximbank 
with respect to terms”. This means practically that the commercial 
bank will have no discretion as to the terms of its lending but will 
have to conform to a standard pattern set by Eximbank. 

The objectives sought by this programme of co-operation with 
commercial banks can be explained on the following lines. In the 
first place, the participation by commercial banks in the finance 
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of medium-term export credits will substantially increase the volume 
of means available to exporters. In the second place, by enabling 
the exporter to work through his own bank without having to 
refer to Eximbank, it will reduce the burden which he has to bear 
when applying for a credit, both because his contacts with his 
bank will be easier than contacts with Eximbank and because the 
exporter’s bank will actually perform a part of the necessary work. 
This in fact constitutes the third point, that is the help given to 
Eximbank from the commercial banks in the processing of loan 
applications through the examination of foreign credit risks. Finally, 
in the first alternative mentioned above, the exporter is not required 
to participate in the credit and this may facilitate the task of com- 
panies which cannot afford to or dislike to tie up their capital by 
extending credit abroad. 

Considerable progress is also expected from the undertaking by 
Eximbank to simplify and speed up the handling of applications 
made directly to the Bank for medium-term credits and guarantees. 
In the past, the Bank has relied to a great extent upon the financial 
statements of the borrower, which at best required laborious analysis 
and often made necessary calls for additional information or verifica- 
tion. Coming into line with the accepted practice of foreign credit 
insurance institutions, the Bank will now rely to a greater extent 
upon the reported experience of exporters who have dealt with the 
prospective borrower, upon available credit agency reports, and upon 
the borrower’s general reputation. This does not of course exclude 
that in certain cases financial statements or foreign bank guarantees 
will still be required. 


8. Has the problem of export finance been solved ? 


The results of the introduction of the new facilities in mid-1960 
cover much too short a time-span to permit a clear answer to the 
question. It may be said, however, that the pace of Eximbank’s 
activity in the field of export credit guarantees and finance has 
quickened considerably since that time. 

As far as short-term guarantees are concerned, by the end of 
1960 162 contracts had been issued to United States exporters, with 
a business volume of $120 million and an estimated 64,000 ship- 
ments. Of these, 13,000, with an invoice value of $25.6 million, had 
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already been effected. The rhythm at which guarantees were issued 
shows a definite acceleration from month to month; it is to be 
expected that this phenomenon will become even more apparent, 
after the expanded programme for comprehensive risk cover gets 
under way. 

Similar tendencies can be observed in the field of medium- 
term export credits and guarantees. In 1960, the Bank authorized 
a total of 297 such credits and guarantees, in an aggregate amount 
of $141.1 million, and for a global invoice value of $227.1 million. 
The acceleration is visible from the fact that the applications granted 
in 1960 were more than six times the number approved in 1959 
and the second semester of 1960 accounted for over 70° of that 
total. 

Included in the figures cited was a certain number of compa- 
ratively large credits for the sale of jet aircraft (for a total of $93 
million); however, approximately half of the medium-term credits 
and guarantees authorized at the request of American exporters 
were each for less than $50,000. 

The programme providing for participation by commercial 
banks in the finance of export credits on a non-recourse basis, 
inaugurated in April 1960, appears to have met with a good 
response on the part of the banking world. By the end of 1960, 
37 commercial banks had submitted 150 such transactions for 
Eximbank’s approval: according to the Bank, these were granted 
promptly, generally within 48 hours. 

The remaining credits and guarantees were authorized by 
Eximbank after direct negotiations with the exporters in cases in 
which commercial banks were not interested. Of these, only 
13 transactions were effected by means of guarantees rather than 
non-recourse credits, presumably for the reasons illustrated at the 
beginning of this paper. 

The record of the months elapsed since the introduction of the 
latest reforms is encouraging, but this record does not enable us 
to judge whether the system has actually reached maturity. When 
we look at the structure of the system, we are inclined to answer in 
the affirmative, as the facilities offered cover pretty well the whole 
field of export finance. It appears, for instance, that the plans 
designed to supplement Eximbank’s facilities by the institution of 
an “ American Export Credit Guarantee Corporation” on a com- 
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mercial basis (6) have little chance of evoking a response and of 
being implemented. Surely exporters have not failed to complain 
about certain features of the present system (minimum down 
payment of 20°/, by the buyer, whole-turnover insurance, flat instead 
of differentiated rates, etc...); the system is, by its very nature, in 
need of a running-in period and in the course of such a period, it 
will not be difficult to take care of this sort of minor problems. 

The vital test, however, will be whether Eximbank is able to 
inject into the administration of its export guarantees and its export 
credits the new spirit which is needed. There has been a very 
interesting discussion between Eximbank and some critics, who held 
that many of the difficulties met with in the past were due to the 
fact that the Bank had adopted the same criteria in its lending and 
in its guarantee operations. This, the critics said, is a misunderstand- 
ing of the insurer’s function as a risk-bearer and a risk-spreader. 
The insurer “ working on the law of averages, seeks to cover as 
broad a cross-section of the available business and as large a spread 
of the normal risks inherent in that business as he can attain. He 
expects to have losses but has to keep these losses well within his 
premium charges. The banker, on the other hand, before he lends 
out his funds must critically examine all the facets of each transac- 
tion with a view to avoiding a possible default ” (7). 

Eximbank refused to accept this thesis and maintained that 
“there is no basic difference between making a loan or extending 
a credit on the one hand and insuring or guaranteeing the payment 
of a credit on the other... Although the insurer is benefited by a 
spread of risk — since there will be losses in either banking or 
insurance — it is intended that every credit shall be guaranteed or 
extended on a sound basis ”. 

On balance, one cannot help feeling that the critics of the Bank 
had at least one good argument, namely that if one wants to secure 
the advantages deriving from transacting a large number of opera- 
tions, one also has to adopt a considerably simpler procedure than 
is customary with banking institutions. There are encouraging signs, 


(6) See statement of Francis X. Scafuro, Chairman, National Coordinating Committee 
for Export Credit Guarantees, New York Board of Trade Inc. (Senate Committee on Interstate 
and Foreign Commerce, hearings of April 28 and 29, 1960, op. cit., pp. 55 ff.). 

(7) F. X. Scaruro, “ Credit Guarantees held under par with others”, Journal of Com- 
merce, November 14, 1960. 
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however, that the Bank has gradually come over to this view in 
recent times. 

A final word of comment on the comparative facilities available 
to American and to European exporters seems now appropriate. 
In the present state of affairs, the facilities available in the United 
States appear more satisfactory for longer-term credits, while there 
is an element of superiority, as far as short and medium-term 
credits and guarantees are concerned, in the European institutions’ 
longer experience. There is no doubt, however, that the growing 
awareness of these elements of difference is stimulating both sides 
to fill any gaps which may still exist. It is to be hoped that the 
gradual elimination of such differences will in the future make 
possible better co-operation in this field between the United States 
and the major European countries, in the interest of both the 
exporters and the importers in less developed countries. 


Brussels Craupio SEGRE 





eS a 






















Recent Trends of Private Consumption in Italy 
and Estimates of Probable Modifications in its 
Pattern for the Years 1965 and 1970 


I. The period after the end of the Second World War was almost 
everywhere characterised by a remarkably rapid increase in private con- 
sumption. This rise was at first stimulated by the necessity to return to 
a normal standard of living after the privations of the period of hosti- 
lities; in several countries of the Western World, however, and in par- 
ticular in Austria, France, Germany, Greece, Italy and Luxembourg, the 
movement has continued into the period following the years of post-war 
reconstruction. 

The increase was particularly marked in Italy, where private con- 
sumption expenditure at constant prices (1954 lire) rose from 7,243 bil- 
lion lire in 1950 to 10,122 billions in 1958 — the average compound rate 
of increase being 4.3% per annum. Since population in the same period 
grew at an annual average rate of 0.4-0.5%, the increase in per capita 
private consumption after the end of the period of reconstruction was 
3.8% per annum (1). 

To have a more immediate idea of the significance of these rates 
for the Italian economy, it is sufficient to recall that, in the period from 
the Unification of Italy to the eve of the Second World War, as a result 
of the slow growth of income, aggregate private consumption had in- 
creased only at an average annual rate of 1.1-1.2%, and per capita con- 
sumption at a rate of about 0.5% (see Table 1). At the same time, in 
those countries which had fully experienced the industrial revolution, 





* This article slightly modified, is the first part of a study entitled: Stima sui consumi 
privati in Italia nel prossimo decennio (Estimate of private consumption in Italy in the next 
ten years) which is published by SVIMEZ (Associazione per lo sviluppo economico del 
Mezzogiorno - Centro per gli studi sullo sviluppo economico), A. Giuffré, Rome, 1960. 

(1) If we consider the whole period since the end of the war (1946-1958), the per capita 
increase averaged 5.7% a year. This compares with an annual average rate of 0.9% for the 
analogous period (12 years) after the war of 1915-1918. 
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consumption had expanded rapidly following the growth of income, and 
its pattern had undergone considerable changes, particularly after the 
beginning of this century: the proportion of expenditure on prime neces- 









































TaBLE 1 
THE INCREASE IN PRIVATE CONSUMPTION IN ITALY 
BETWEEN 1861 AND 1958 (a) 
ae : Private consumption Annual average rate of ‘| Annual average rarte 
expenditure indices private total consumption of private per capita 
(1861-70= 100) expenditure consumption expenditure 
Period | a ai between a iaioi . be 
Total Per capita Ba gan a Pa ee Py 
value value (b) | of je on —— of c.- sgiher | —— a = 
1861-70. . . 100 | 100 | — _— | a —_ 
1871-80 . . . 108 | ror | 0.75 0.75 | 10 | 0.40 | 
181-90 . . . | «13. | 99 | o61 | 0.46 —0.04 | —O.19 | 
1891-900. . . | 120 | 99 | 062 | 069 | —o.04 | - | 
IgOI-IO . . . | 145 | 112 |} 094 | 1.90 | 0.29 1.33 | 
5911-20. =. 173, | 124 | 1420 1.75 | 0.44 | 1.03 | 
sgam-90 . . te 206 141 1.21 1.75 0.57 1.22 
1931-40. . . 225 | 141 1.16 0.87 0.49 0.02 
ee, ee 179 106 | 0.75 —2.99 | 0.08 — 3-39 
1946-50 . . . 233 134 1.03 5-47 | 0.36 4-82 
1951-58 . . 332 184 1.36 557 | 0.68 4-93 | 
Oe ax & a 270 ot io — 0.50 _ 
ee 325 | 179 | 1-34 4-72 | 0.66 4-08 
me. 1 6 378 | 205 | 1-45 | 3-82 0.78 3-31 
Variations | | 
1950-58 . -|/-|]- 427 | = 3-77 | 


(a) The data used in this table are expressed in terms of constant prices (1938 lire) and 
are drawn from the following sources: ISTAT, Indagine Statistica sullo Sviluppo del Red- 
dito Nazionale dell’Italia dal 1861 al 1956, Annali di Statistica, Series VIII, Vol. 9, Rome, 
1957; ISTAT, Sommario di Statistiche Storiche Italiane 1861-1955, Rome 1958; ISTAT, Com- 
pendio Statistico Italiano 1959, Rome, 1959; Comirato DEI MINISTRI PER IL MEzzOGIORNO, 
Relazione al Parlamento, Rome, 1960 


(b) Calculated on the basis of present population. 


sities, and above all on foodstuffs, had gradually decreased, while con- 
sumption of goods and services characteristic of a very high standard of 
living had become progressively more important (2). This was not the 


(2) See in this context: E.C.E. Etude sur la situation économique de l’Europe en 1958, 
Genova, 1959, Chapter V. 
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case in Italy where, owing to the almost stagnant level of per capita 
consumption, the pattern of expenditure remained unchanged; for eighty 
years, that is to say from the time of the Unification onwards, about two- 
thirds of total expenditure — with the exception of some variations due 
mainly to changes in relative prices — were devoted to foodstuffs, 
beverages and tobacco. 

On the eve of the Second World War, per capita expenditure on 
private consumption in Italy was barely more than 55% of the average 
for all present O.E.E.C. countries; this appears even more striking con- 
sidering that the average includes countries where the standard of living 
is lower than in Italy (Eire, Turkey, Greece, Portugal). 

In the post-war period, after the completion of reconstruction, Italy 
enjoyed a remarkable growth which stimulated an increase in per capita 
consumption expenditure: The latter has not only been, as we have said, 
appreciably higher than in the past, but also one of the highest in the 
Western world. This rapid rise in consumption has been accompanied 
by an even greater rise in gross fixed investment, the per capita volume 
of which increased, as may be seen from Table 2, at an annual average 
rate of 7.5% between 1950 and 1958 (3). 

In this stage of development, the Italian economy has begun to 
experience that process of substantial change in the pattern of consump- 
tion expenditure which had already taken place in industrialized coun- 
tries some 50-70 years before; if, as is to be expected, the national income 
keeps growing steadily, this process should gradually acquire momentum 
in future years. 

This study has accordingly been undertaken in order to provide some 
estimates of the probable evolution of demand for private consumption 
in the next decade, taking into account the influence of the level of 


(3) It is useful to remember that the share of available resources devoted to capital 
formation has been higher in the post-war period than on the past. This may be seen from 
the following data — drawn from the same sources as those referred to in note (a) to 
table 1 — which express gross capital formation as a percentage of gross available resources 
(in the sense of the Italian national accounting system). 


Period » 4 Period , 4 
1861-70 8.29 1931-40 17.26 
1871-80 8.23 1941-45 11.04 
1881-go 10.73 1946-50 19.25 
1891-1900 9-07 1951-54 19.35 
1901-10 14.67 1955-58 22.14 
IgI I-20 8.93 


1921-30 15.83 1951-58 20.88 
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income (or of total consumption expenditure) on the pattern of demand 
itself. 







II. The projections in this paper have been obtained by the use of 


some consumption functions which have been empirically determined 






TABLE 2 






























PRIVATE CONSUMPTION AND GROSS FIXED INVESTMENT 
IN SOME WESTERN COUNTRIES IN THE PERIOD 1950-1958 (a) i 








Ratio of private consump- Ratio of gross fixed Average rate of per | 





























tion to gross resources investment to gross capita increase per year, 

for internal use resources for internal use | for the periods 1950-1958 
Country | 

%o %o % %o Private | Gross fixed 

1950 1958 1950 1958 consumption | investment 

Autrin. . . . 68.43 64.63 19.24 22.10 4-54 7-13 
Belgium ... 74-71 73-20 15.76 15.56 1.17 1.27 
Denmark . . . 68.04 69.55 16.82 18.11 1.04 1.71 i 
Pramce . . . . 66.47 65.13 16.80 18.27 3-50 4-85 

Germany (F.R.) . 60.13 62.10 19.91 22.43 6.27 7-43 

Greece (bl). . . 68.77 71.51 15-43 14.03 5.08 3-08 

Italy — 71.78 66.65 17-14 21.06 3.97 7-47 
Luxembourg (b) . 60.04 61.94 24.68 24.49 4-32 3-74 ‘ 

Netherlands . . 62.01 63.43 19.86 22.52 2.03 | 3-35 

Portugal (c) . . 73-94 74.87 13.08 15.18 3-47 5-84 

Sweden... 66.31 61.86 19.42 21.41 1.74 3-88 

United Kingdom 71.71 68.49 13-58 15.59 1.52 3-88 

Comeda. . . . 64.50 64.34 21.98 24.07 1.52 2.71 

a «as @ 67.46 67.12 17.79 15.62 1.10 - 0.48 
(a) The data used in this table are expressed in terms of 1954 prices and are derived . 


from the OEEC, Statistical Bulletins of the OEEC, General Statistics 1960, no. Il. It should, 
however, be remembered that gross resources for internal use are defined according to the 
system of accounting for national income adopted by that organisation. 


(b) The data for Greece and Luxembourg refer to the period 1950-1957. 
(c) The data for Portugal refer to the period 1952-1958. 


using two different sets of statistical data, viz: (a) the results of an 
investigation into family budgets carried out in 1953 on a sample of 1599 
“households” (“famiglie naturali”) (4), which may be considered suf- 


(4) Households (famiglie naturali) are made up of all the people who live under the 
same roof, irrespective of the relationship between them. Servants, boarders and all those 
who normally form part of the “ family” are considered to be members of the household. 
Institutions such as orphanages, barracks, schools etc. (“ convivenze stabili”) are not included. 





qemmennmemestemeninati ee 
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ficiently representative for the purposes of the investigation; (b) time- 
series drawn from the data of national accounts for the period 1950-1958. 

These functions establish some relationships between per capita ex- 
penditure on certain categories of goods and total consumption per capita. 
In other words, the variable determining the possible levels of consump- 
tion of the various categories of goods and services is taken to be per 
capita total consumption expenditure alone. After careful consideration, 
the adoption of other independent variables was decided against for 
numerous reasons: for example, relative prices were not introduced in 
the time series analysis owing to the limited number of observations avail- 
able, and they would have had no significance in the study of family 
budgets (for, in this case, price differences can be assigned to distribution 
costs or to the quality of goods and services consumed); on the other 
hand, other explanatory variables, as for instance the average size of 
family, the distribution of its members by age or sex, etc., which might 
have been relevant in the family budget analysis, were not considered 
to be determining factors for the purpose of the projections. 

It was thought better, for two sets of reasons, to adopt total conr- 
sumption expenditure per capita instead of income per head as the inde- 
pendent variable. (a) Firstly, in investigations carried out by means of 
family budget surveys, it is very difficult to determine total family income; 
in this field, therefore, much more significant relationships can be obtained 
by working with total consumption expenditure. (b) Secondly, the rela- 
tion of the consumption of a single item to total consumption appears 
to be more stable than that it is to income because of the variations pos- 
sible in the marginal propensity to save resulting from unforeseable causes 
connected with economic policy. 

It appears to follow from this that, in a situation such as that of 
Italy, with per capita consumption still at relatively low levels (in spite 
of the considerable increase over the course of the last few years), pro- 
jections of probable changes in the pattern of consumption should allow 
for both those elements of qualitative substitution stressed by the func- 
tions derived from family budgets, and those dynamic elements which 
are always included in the analysis of time series, though only implicitly 
if the functions contain a single independent variable. Since, however, 
the phenomenon of qualitative substitution rapidly exhausts itself beyond 
certain limits, it was thought that it would be useful also to make a 
special study of the data drawn from the family budget survey in order 
to determine some s-shaped (sigmoid) functions which have recently aroused 
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some interest because of their characteristic of not exceeding certain levels, 
called “ saturation levels”. 

In conclusion, the projections for the years 1965 and 1970 are founded 
on three sets of functions, of which two are derived from family budgets, 
and one is obtained from the analysis of time series. The projections 
made with these three types of functions, which incidentally did not 
present important differences, have been combined so as to obtain, for 
each of the two projection years, a single series of estimates in which 
all the factors mentioned above are accounted for. 

In order to determine total per capita expenditure on consumption, 
to be used for 1965 and 1970 as the independent variable of the functions 
adopted, some hypotheses have been introduced as to the projected increase 
im gross resources available for internal use, the probable changes in the 
propensity to consume and the increase in population. In this connection, 
the fundamental hypothesis of the Schema di sviluppo dell’occupazione e 
del reddito (The Vanoni Plan), according to which gross income will in- 
crease at a rate of 5°%4 per annum until 1964, was accepted for the period 
to which the scheme refers. For the following years, on the contrary, a 
rate of increase of 4.5% was postulated. Considering the recent changes 
in the structure of the Italian balance of payments, it has been assumed 
that such rates can provide a sufficient approximation of the future growth 
of gross resources available for internal use (5). 

With regard to private consumption, the hypothesis has been made 
that its average ratio to gross resources for internal use would gradually 
fall from 69% in 1958 (calculated on the basis of 1954 prices) to 65.7% 
in 1965 and to 64.8% in 1970: thus, the marginal propensity to spend 
on private consumption would be 52.6% during the first period and then 
rise to 60.8% during the second. 

For population, various projections have been made, based upon 
different hypotheses; among the various results obtained, the estimate 
that existing population would increase at an annual average rate of 
0.42% between 1958 and 1965 and of 0.33°% between 1965 and 1970 was 
considered sufficiently realistic. 

On the basis of these hypotheses, per capita expenditure for private 
consumption in the period 1958-65 would show an average annual increase 
of 3.6°% — that is, one not much lower than that in the eight years after 
the end of the reconstruction period; in the following period, 1965-70, the 


(5) According to the Italian convention of national accounting. 
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rate would increase slightly, reaching an average level of 3.8% per year. 
Per capita consumption expenditure during the period is shown below: 














Values Expressed in 














Year amen 
1953 Lire 1954 Lire | 1958 Lire 
1958 203,730 207,057 223,095 
2965 263,617 266,117 285,339 
1970 329,375 321,544 342,172 





III. The final results of the projections made according to the criteria 
put forward above are presented in Table 3 for each of the fourteen classes 
of expenditure of the classification system adopted in Italian national 
accounting. As may be seen from the table, and in particular from the 
indices shown in the last two columns, the pattern of expenditure should 
undergo important changes in the next decade: food consumption should 
grow at a rate lower than that of total expenditure whereas demand for 
other goods and services should evidence a remarkable development. 

These changes in pattern appear even more evident from the data 
of Table 4, which shows that expenditure of food products — which 
still represented about 46% of total expenditure in 1958 — should gra- 
dually diminish to 42.2% in 1965, and to 39.6% in 1970; the average 
elasticity of the expenditure on these commodities appears to be 0.65 for 
the period 1958-65 and 0.62 for the period 1958-70 (6). The reduction in the 
relative weight of this type of consumption is due to the fact that food 
products compete with each other, since they only satisfy a single need 
which, although liable to qualitative changes, is always limited with 
respect to quantity. It is thus very probable that the increase in ex- 
penditure under this head occurring in the next few years will be in 
part determined by a change in the quality of the diet; some products 
of higher quality will be gradually substituted for others, though the 
quantity consumed, at least for certain products, will remain almost 
unchanged. 


(6) Average elasticity is the ratio between the percentage increase in expenditure on 
one type of goods and services and that of total expenditure (the percentage variations are 
calculated at constant prices), 
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PRIVATE CONSUMPTION EXPENDITURE PROJECTIONS FOR 1965-1970 








Class 





. General Food 
. Alcoholic Beverages 

. Tobacco 

. Clothing etc. . 

. Housing e 
. Fuel and Electricity . 
. Household Durables 

. Non-durable 


House- 
hold Goods and Per- 
sonal Services 


. Expenditure on Health 


and Hygiene . 


. Transport . 


a) Purchase of Vehicles 

b) Use of Private Ve- 
hicles . . 

c) All Other Means of 
Transport . 


. Communications 
. Hotels, Restaurants etc. 
. Entertainment 


a) Books and Newspa- 
| ae ae eee 

b) Cinemas, Theatres, 
Sport etc, . 

c) Other expenditure of 
a recreative and cul- 
tural nature . 


Other wal and ser- 
vices 


Total . 
























































TABLE 3 
Pro Capite Expenditure 
Total Expenditure |___ 
(Billion 1958 Lire) Value Indices 
(1958 Lire) 1958= 100 
1958 | 1965 | 1970 | 1958 1965 1970 | 1965 | 1970 
4,980} 6,058) 6,936) 101,872 | 120,382 | 135,602 | 118.17) 133.11 
713 892| 1,041} 14,585| 17,715| 20,346 | 121.46] 139.50 
482 634 769| 9,860| 12,605] 15,028 | 127.84] 152.41 
1,140] 1,567] 1,952) 23,320] 31,135] 38,154 | 133-51| 163.61) 
369 495 614) 7,548 9,844} 12,010| 130.42) 159.12 
290} 403 507} 5,932 8,014 9,922 | 135-09] 167.26 
240} 368) 497) 4,910) 7,314] 9,726 | 148.96) 198.09 
399 504 601} 8,162] 10,009|/ 11,759 | 122.63] 144.07 
397 530 651 8,121 | 10,531] 12,731 | 129.67) 156.77 
761) 1,259) 1,785) 15,567] 25,016] 34,890/ 160.70) 224.13 
134 221 317| 2,741 45305 6,202 | 160.33| 226.29 
345] 631) 936) 7,057| 12,527| 18,287 | 177-51| 259.13 
282 407 532| 7,507 8,094| 10,401 | 140.31| 180.29 
101 169 236} 5,769 35347 4,612 | 162.00) 223.25 
303 428 545| 2,066 8,496| 10,650 | 137.08) 171.83 
556} 789) 1,013) 6,198) 15,686| 19,801 | 137.91) 174.09 
187/257} 325) 11,374} 5.109] 6,344 | 133-56) 165.86 
218 306 392) 3,825 6,091 7,663 | 136.56) 171.81 
151 226 296} 4,460} 4,486 51794 | 145-22| 187.57 
175} 264) 355) 3,082| 5.245] 6.944 | 146.51| 193.97 
10,906) 14,360) 17,502) 223,095 | 285,339 | 342,175 | 127.90) 153.38 





On the other hand, consumption of non-food products and of ser- 


vices is qualitatively more differentiated, and will become more so in the 
future as a consequence of technical progress and it is directed to the 
satisfaction of wants which are in great part complementary rather than 
competitive: hence its saturation level is much higher than that of food 
It should not, moreover, be forgotten that when disposable 
income increases individuals tend to satisfy to a larger extent needs less 
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TABLE 4 


COMPOSITION AND ELASTICITIES OF PRIVATE CONSUMPTION EXPENDITURE 
IN THE PERIOD 1958-1970 (a) 


























| % Composition eit 
Class | . a 
1958- 1958- 
1958 1965 1970 1965 | 1970 
——— —|—}- oome i 
1. General Food. 2 2... 2. ee | 45-66) 42.19 39-63) 0.65 | 0.62 | 
2. Alcoholic Beverages. . . . . . =. 6.54, 6.21| §.95| 0.77 | 0.74 
ee. 6 6 «es ke ew Ses 4-42) 4.42 4-39| 1.00 | 0.98 
Cee & 2ck & w « "se we Sew 10.45} 10.9f 11-15} 1.20 | 1.19 
ws 0 a ee ee 3-38] 3.45 3-51) 1.09 | 1.10 
6. Fuel and Electricity. . ...... 2.66} 2.81, 2.90) 1.26 | 1.26 | 
7. Household Durables .. . | 2.20) 2.56 2.84) 1.75 | 1.84 
8. Non-durable Household Goods dail Per. | | 
sonal Services. . . ‘ 3-66) 3.50) 3-44) 0.81 | 0.83 | 
| 9. Expenditure on Health “ae satis — 3-64] 3.69) 3.72! 1.06 | 1.06 
eee ee ee ee 6.98) 8.77) 10.19) 2.18 | 2.33 
a) Purchase of Vehicles . . .... 1.23) 1.54) 1.81) 2.16 | 2.37 
| b) Use of Private Vehicles . . . . . 3 16) 4:39) 5-34] 2.78 | 2.98 | 
c) All Other Means of Transport. . . 2. 59) 2.84, 3-04) 1.45 | 1.51 
Se i te we ke 0.93} 1.17, 1-35) 2.22 | 2.31 | 
| 12. Hotels, Restaurants etc. . . . .. . 2.78} 2.98 3-11] 1.33 | 1-35 | 
13. Entertainment. . . a ee 5.10) 5-50, 5-79] 1.36 | 1.39 | 
a) Books and euennen oe ae ae 1.71| 1.79 1.86] 1.20 1.23 
b) Cinemas, Theatres, Sport etc. . . . 2.00 2.14 2.24) 1.31 1,35 | 
c) Other expenditure of a recreative or | | 
| cultural nature . . ...... 1.39} 1.57) 1-69] 1.62 | 1.64 
‘tq. Other Goods and Services. . . . . . 1.60, 1.84 2.03| 1.67 1.76 | 
1.00 


anid ee Ge 100.00 100.00) 10¢.00) 1.00 
{ i ‘ 


(a) Percentage composition and average clasticities are calculated on values expressed 
in 1958 lire. 


urgent than that for food — this being another reason for the more 
rapid growth of non-food consumption. An indirect factor contributing 
to this movement is the so-called demonstration effect, which, other con- 
ditions being equal, affects especially non-food consumption; technical 
progress, which provides the consumer with new products and services, 
thus leading to the “creation” of new wants, has an influence in the 
same direction. 
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The substantial difference between the increases in the consumption 
of non-food goods and that of food products also appears from Table 5, 
which summarizes, for some of the principal classes of goods and services, 
the changes which took place in the eight years between 1950 and 1958, 


TABLE 5 


CHANGES IN PER CAPITA PRIVATE CONSUMPTION EXPENDITURE 
FOR THE MAIN CLASSES OF PRODUCTS IN THE PERIOD 1950-1958 
AND PROJECTIONS FOR 1965 AND 1970 








’ Average annual rate 
Indices (1950= 100) of increase (°/,) 


Main Classes 






































1950 | 1958 | 1965 | 1970 = =. a 
A. Food products (a) . . . | 100.00 129.58| 153-12| 172.48] 3.29 | 2.4% | 2.41 
B. Other goods and services . | 100.00] 137.43] 187.01] 234.19] 4.05 | 4.50 | 4.60 
of which: 
Clothing, etc... . . . . | 100.00] 117.74] 157-19| 192.63] 2.06 | 4.22 | 4.15 
Fuel and electricity . . . | 100.00] 188.10) 245.10| 314.62] 8.22 | 4.39 | 4.36 
Household durables . . . | 100.00) 177.55] 264.48) 351-71| 7.44 | 5-86 | 5.87 
Transport . . . . . . | 100.00] 206.36] 331.62/ 462.51| 9.48 | 7.01 | 6.88 
Entertainment. . . . . | 100.00/ 138.16] 190.54) 240.52| 4.12 | 4.70 | 4.77 





(a) Excluding tobacco and alcoholic beverages, which are included in the class “ Other 
goods and services ”. 


and which are also likely to take place in the period of the projection. 
Taking the per capita expenditure as 100 for each class of goods and 
services indicated in the table, the corresponding indices at the various 
relevant dates have been determined; in order to make the comparison 
easier between different time intervals, the average compound rate of 
increase per year for each class has also been calculated. 

From Table 5 it may be seen, first of all, that expenditure on food 
products — which still represents, as has been said above, a large pro- 
portion of Italian total consumption — should increase during the period 
of the projections at an average rate of 2.4% per year, at markedly lower 
sate, that is, than that of the last few years (3.394 between 1950 and 1958). 
Since expenditure on foodstuffs will increase, as has been said, propor- 
tionally less than overall expenditure (which should grow at 3.6% per 
year in the period 1958-65, and at 3.8% per annum in the following 
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period), the rise in total non-food expenditure will be comparatively 
greater. The latter, in fact, should grow at an annual average rate of 
4.5% in the period 1958-65 and of 4.6% in the five years from 1965 to 
1970; it must be rememberd that the rate of increase in the period 1950- 
1958 was about 4% per year. 

Of the various classes of non-food expenditure, transport should 
show the greatest increase in expenditure in future years. Expenditure 
under this head, which includes that for the purchase and use of personal 
vehicles as well as that for all other means of transport, will increase at 
a rate of about 7% per year in the period 1958-1965 and of 6.9% in the 
following one. These rates should not cause surprise: it must be remem- 
bered that the average rate of increase in the last eight years was 9.5% 
per year. In these years, expenditure for the purchase of vehicles has 
more than doubled (7) while expenditure on vehicle-use — owing both 
to the rise in the number of vehicles (8) and to their increased use — 
has quadrupled. The increase in expenditure on other transport services 
— which includes expenditure for all other means of transport, by land 
(local and long distance), air and sea — has on the contrary been smaller 
(32.6%). Expenditure for vehicle-use should also increase in the future 
at a higher rate than that for the other two items included in this class, 
but the difference between the respective rates of increase will narrow 
considerably. 

A further class of expenditure which, according to the projections, 
will show considerable growth over the period is that of household dur- 
ables. The elasticity of consumption of these products is rather high in 
Italy, as in other countries; moreover, comparing the levels of expenditure 
actually attained in Italy with those of almost all other European countries, 
it seems clear that a considerable expansion is to be expected in this 
field. Between 1950 and 1958, expenditure on such goods showed an 
overall increase of about 78%, with increasing rates of growth. Such 
an expansion is largely due to the more and more rapid diffusion of 
domestic electric appliances in general and of radio and television sets 
in particular (9). As regards future years, the results of the projections 


(7) New vehicle registrations have increased from 79,826 in 1950 to 209,215 in 1958, 
(registrations with the P.R.A., the Italian official licensing body); A.C.I, (Italian Automobile 
Club) Statistiche Automobilistiche 1958, Rome, 1960. 

(8) Vehicles subject to the circulation tax increased from 342,021 in 1950 to 1,392,525 
in 1958. A.C.I. Statistiche etc., op. cit. 

(9) According to available statistics, wireless licences increased from 3,135,195 at the 
end of 1950 to 7,138 at the end of 1958, with an average annual increase of 10.8%. Televi- 
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show, for this class, an average rate of increase of 5.9°% per annum, as 
against the average of 7.4°% in the period 1950-1958. 

Expenditure on entertainments will also increase, over the period, 
more than proportionally to total consumer expenditure. This class 
includes, as is known, expenditure on cinemas, theatres and sport, on 
various other entertainments and on the purchase of books and news- 
papers. Between 1950 and 1955, expenditure under this head showed a 
remarkable expansion, with an overall increase of about 35%; in the 
following years, on the other hand, the rate of increase fell noticeably, 
probably as a result of the spread of television so that in 1958 the increase 
over 1950 was 38.2%, corresponding to an average compound rate of 
4.1% per year for the whole period. 

This class of expenditure, however, having rather high elasticities, 
will probably rise shortly in the future, though still presenting more or 
less marked oscillations. The rate of increase for the projection period 
comes out at 4.7% per year. 

Expenditure for fuel and electricity will probably also show remark- 
able increases in future years. Various factors have contributed to the 
considerable rise which has occurred in the past, and there is no reason 
to think that the same factors should not also exercise some influence 
in future years. One cause is to be found in the great expansion of 
house-building between 1950 and 1958. Another factor of some relevance 
is the shift in the sources of energy used domestically: the proportion 
of energy-needs satisfied by the use of poor-quality fuels (such as wood) 
has fallen noticeably in the last few years — and will diminish further 
in the future, especially in the towns — in favour of more expensive 
sources such as coal, fuel oil, electric energy and liquified gas. As far 
as electricity, in particular, is concerned, it is to be remembered that the 
remarkable increase in consumption has been stimulated by the gradual 
extension of the electric grid to mountain and country districts not pre- 
viously served, and by the spread of domestic electric appliances, especially 
in the towns. The projections for this class of expenditure show an 
average rate of increase of 4.4%, as against 8.8% for the period 1950-1958. 

One class of expenditure, finally, which deserves particular note is 
that of clothing. Per capita expenditure under this head shows wide 
annual oscillations for the period 1950-1958. These short period move- 


sion licences, instead, increased from 88,118 in 1954 — the year in which regular transmissions 
began — to 1,096,185 in 1958, with an average rate of increase of 87.8% per year. See RAI 
(the Italian Broadcasting Corporation), Gli abbonamenti alle radioaudizioni nel 1953, Turin, 
1954, and Gli abbonamenti alle radiodiffusioni nel 1958, Turin, 1959. 
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Taste 6 
COMPOSITION AND ELASTICITIES OF PRIVATE CONSUMPTION EXPENDITURE 
IN ITALY AND IN OTHER COUNTRIES (a) 
| | | Other | 
P , , ._ | Durable | goods | 
Countries Period | Food {Clothing | Housing | goods | and | Total | 
5 | (b) | | services 
A. Composition of consumption (°%/,) 
OEEC . 1950 | 36.68 13-23 6.83 6.23 | 37-03 100.00 
1958 35-79 12.67 6.43 8.95 | 36.16 100.00 | 
ECM 1950 | 38.09 | Iq-Ir | 5.91 6.27 | 35-57 | 100.00 | 
1958 | 36.19 | 13.81 5-46 9-10 | 35-44 100.00 | 
Belgium . | 1950 | 28.89 13.01 13.65 8.50 35-95 100.00 | 
1958 | 29.53 | 10.13 13.16 9-46 | 37-50 | 100.00 | 
France 1950 | 40.00 13,15 4-61 | 4.72 | 37-52 100.00 | 
1958 | 37.28 | 13.44 4.16 | 8.56 | 36.56 | 100.00 
Italy 1950 47-52 12.51 2.72 | 2.71 34-54 100.00 | 
1954 | 46.87 11.55 2.38 | 3,38 | 35°82 | 100.00 | 
1958 | 46.06 11.02 2.27 3-78 | 36.87 100.00 | 
1965 | 42.55 11.50 2.32 | 4.52 | 39-11 100.00 | 
1970 | 39.96 11.75 2.36 | 5.12 40.81 100.00 | 
Netherlands . 1950 | 33.04 | 18.29 6.87 | 7.61 34-19 | 100.00 
1958 32.51 17-54 6.81 | 11.36 31.78 100.00 
United Kingdom . 1950 | 32.53 11.08 8.48 5-97 41.94 | 100.00 
1958 31-59 10.21 8.20 9.06 | 40-94 100.00 
USA 1950 24.14 | 10.44 II.51 12.12 | 41.79 100.00 
1958 22.31 | 10.16 13.18 10.16 | 43.19 | 100.00 
B. Average elasticity 
| OEEC . | 1950-58] 0.91 0.84 0.78 2.67 0.91 | ‘1.00 
ECM ° 1950-58; 0.84 0.93 0.74 2.42 0.99 | 1.00 
Belgium . - | 1950-58) 1.17 -0.55 0.73 | 1.86 1.33 | 1.00 
France 1950-58) 0.76 1.08 | 0.67 | 3-81 0.9% | 1.00 
Italy 1950-54] 0.91 0.54 | 0.25 2.49 1.22 | 1.00 
| 1954-58) 0.88 0.67 | 0.69 1.84 1.21 1.00 
1950-58: 0.89 0.58 | 0.42 2.40 1.24 | 1.00 
1958-65! 0.65 1.20 | 1.09 1.88 | 1.28 | 1.00 
1965-70) 0.65 1.13 1.10 1.78 1.25 1.00 
Netherlands . 1950-58) 0.93 0.82 0.96 | 3-14 | 0.69 | 1.00 
United Kingdom . | 1950-58) 0.79 0.44 0.76 4:73 | 0.83 1.00 
| USA 1950-58) 0.83 0.87 1.72 0.20 | 1.17 1.00 











(a) The data used in this Table are expressed in terms of constant prices (1954 lire) 
and are drawn from OEEC Statistical Bulletins, etc., op. cit. (b) Excluding tobacco and 


alcoholic beverages, which are included in the class “Other goods and services ”. 
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ments might be explained, in part, by the fact that the products included 
in this class are of varying durability and that their replacement might 
therefore happen to be concentrated in certain years and be very low in 
others. Another possible and perhaps more important explanation of 
this phenomenon, which also applies — though not to the same degree — 
to other classes of goods, might be that consumption expenditure is 
determined, for Italian national accounting purposes, on the basis of the 
availabilities of single groups of goods: hence, annual variations often 
reflect the cyclical movements of the supply situation rather than of 
effective demand. According to the projections made, this class of ex- 
penditure should increase at an annual average rate of 4.2% between 1958 
and 1970, as opposed to the 2.1% of the period 1950-1958. 

It would seem from the above that, over the period to which the 
projections refer, household expenditure on the various classes of goods 
and services considered above will show very different increases; this 
should lead to a noticeable change in the pattern of private consumption 
expenditure: at the end of the period, that is to say towards 1970, this 
pattern should not be too different from that which is found at the 
present time in some countries with higher per capita income levels (see 


Table 6). 


Rome CamiL_Lo RIGHI 
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BANCA NAZIONALE DEL LAVORO 


HEAD OFFICE: ROME 
VIA VITTORIO VENETO, 119 


Condensed Statement of Condition, September 30, 1961 


ASSETS 


Cash, Balances with Bank of —- & 
other Institutions . 


Treasury Bills . . . 
Govt. or Govt.-guaranteed Secusisies ° 
Other Securities 

Bills discounted 

Advances and Loans . 

Contangoes . 

Bills for collection , 

Due from Correspondents . . 
Current accounts with Annexed fistiens 


Customers’ liabilities for guarantees, 
Acceptances, etc. . - 


Miscellaneous accounts 
Due from capital subscribers . 


Investments in the Special Sections & 
in other Institutions . — 


Premises . 
Total . 


Securities deposited by third parties . 

Staff Retirement Fund & Provident 
Fund: Bank’s securities eae as 
guarantee 


(Million lire) 


190,652.1 
272,816.6 
88,834.1 
32,531.6 
269,126.4 
447>765-0 
23,579-3 
3344920 
114,810.6 


53,054.6 


164,266.4 
4,682.3 
6,000.0 





1,701,611.0 


666,361.6 


26 ,665.4 


2,394,638.0 





Capital 
Ordinary Reserve Fund 


Staff Retirement Fund & Provident 
Fund . — — 


Deposit & Current Accounts . 
Current accounts with Annexed Sections 
Circular cheques (assegni circolari) . 
Advances taken 

Bills for collection 

Guarantees, Acceptances, etc. . 
Miscellaneous accounts 

Unearned discount, etc. 

Profit as per attached account 


Total . 


Depositors of securities . 


Bank’s securities guaranteeing Staff 
Retirement Fund & Provident Fund 


LIABILITIES 


20,000.0 
13,585.0 


27,902.4 
1,253,699.4 
6,283.6 
29,025.6 
93-0 

68 627.4 
164,266.4 
108,017.9 
8,161.8 
1,948.5 


1,701,611.0 


666,361.6 


26 665.4 


2,394,638.0 


AUTONOMOUS SECTIONS FOR SPECIAL CREDITS 


SECTION FOR CREDIT TO MEDIUM AND MINOR INDUSTRIES 
Capital, Reserves and Government Guarantee Fund L, 3,809,886,200 


SECTION FOR HOTEL AND TOURIST CREDIT 
Aggregate Capital and Reserves L. 5,272,302,763 
SECTION FOR CO-OPERATIVE CREDIT 


Capital and Reserves L. 3,033,298,292 - Government Guarantee L. 2,000,000,000 


SECTION FOR MORTGAGE CREDIT 
Aggregate Capital and Reserves L. 5,026,468 ,692 


SECTION FOR CINEMA CREDIT 
Aggregate Capital and Reserves L. 2,403,756,920 


SECTION FOR THE FINANCING OF PUBLIC WORKS AND PUBLIC UTILITY PLANTS 


Aggregate Capital and Reserves L. 1,019,674,867 


BANCA NAZIONALE DEL LAVORO 


BRANCHES IN 


ITALY 









ALGHERO FIRENZE PESARO 
ANCONA FOGGIA PESCARA 
ASCOLI PICENO FOLIGNO PIACENZA | 
ASTI FORLI’ PORTO RECANATI : 
AVELLINO FRATTAMAGGIORE PORTO SAN GIORGIO 
BARI GENOVA PORTO TORRES 
BENEVENTO GORIZIA PRATO 
BERGAMO GROSSETO RAVENNA 
BIELLA IGLESIAS REGGIO CALABRIA 
BOLOGNA IMPERIA REGGIO EMILIA 
BOLZANO JESI RICCIONE 
BRESCIA LANCIANO RIMINI 
BRINDISI L'AQUILA ROMA 
— LATINA CENTRO ROSARNO 
CAGLIARI LATINA SCALO SALERNO 
CARRARA LEOCR SAMPIERDARENA 
poner onngeell siete LIVORNO SAN BENEDETTO DEL TRONTO 
LUCCA SASSARI ] 
— MACERATA SAVONA 
CATTOLICA 
CHIETI MANTOVA SCHIO 
CHIOGGIA MERANO SENIGALLIA 
cumtenee, wenn MESSINA SOTTOMARINA DI CHIOGGIA 
CIVITAVECCHIA MESTRE STRADELLA a 
como MILANO SULMONA 
CORIGLIANO CALABRO MODENA TERAMO i 
CORTEOLONA MONSUMMANO TERME TORINO i 
COSENZA NAPOLI TRENTO | 
CREMONA NOLA hepsi 4 
CROTONE NOVARA TRIESTE 
CUNEO NUORO UDINE 
EMPOLI ORISTANO URBINO 
FABRIANO PADOVA VENEZIA 
FANO PALERMO VERCELLI 
FERMO PARMA VERONA ’ 
FERRARA PAVIA VICENZA 
FIORENZUOLA D'ARDA PERUGIA VOGHERA 


DEPENDENCIES ABROAD 


Representative Offices: NEW YORK - 1, Wall Street — LONDON E. C. 2 - T.I.E.C. - 54, 
Threadneedle Street — PARIS - 4, Rue de la Paix — FRANK- 
FURT a.M. - Zuerich-Hochhaus, am Opernplatz — ZURICH - 
TIEC - Aktiengesellschaft, Schanzengraben 23 — MONTREAL - 
T.L.E.C., 1425, Mountain Street — RIO DE JANEIRO - T.1.E.C., 
109, Avenida Rio Branco — CARACAS - T.I.E.C., Avenida Urda- 
neta - Edif. Sudameris. 











Branch in Spain: MADRID - Calle del Principe, 12. 
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